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A Banker’s Diary 
By the Editor 








THE Anglo-American financial agreement, as we write, is still making its 
way through the Banking Committee of the House of Representatives. 
Administration confidence is high that the loan is now certain 

The Loan of approval, though after its rough handling by the Senate 

at Last ? few people in this country would be greatly astonished at some 

last-minute hitch even at this late stage. For the Congress 
debate has only served to emphasise the wide gulf between the good sense of 
the Administration and the short-: sighted ignorance of so many Congressmen. 
Even in this country, the only adverse effects of a breakdown envizag ved by the 
popular press seem to be an inconvenient shortage of American cigarettes or 
the ultimate horror of single-feature cinema prog srammes. In reality, of course, 
refusal of the loan would set back this country’s industrial reconstruction by 
many years and, even more serious, would bring about “‘ an undeclared state 
of economic warfare,’’ as Mr. Eccles has described it, between the sterling 
and dollar areas. Incidentally, to the extent that the loan provides a general 
exchange reserve for the defence of sterling—and it is a large one—the loan 
will not accentuate inflationary tendencies in the United States or compete 
with other projects which do involve a demand for goods and services, such as 
veterans’ bonuses. 

Assuming that the agreement is now secure, the Bretton Woods world is 
beginning to assume reality. The posts of British Governor of the Fund and 
Bank, left vacant by the tragic loss of Lord Keynes, have been taken over 
by Mr. Dalton himself. To follow the American example in making the 
ap pointments a political one on the highest plane was probably the best 
course in the circumstances, since nobody else who might possess the technical 
qualifications commands anything like the world-wide prestige of Keynes. As 
executive directors, the Chancellor has appointed Sir James Grigg ‘and 
Mr. G. L. F. Bolton, of theeBank of England. The former has had financial 
experience at the Treasury, while Mr. Bolton has done immensely valuable 
work on the exchange control and commands the highest respect from those 
who know him for his combination of technical and administrative ability 


with a sure grasp of the wider issues. 


Tue April clearing bank returns raise some interesting points, even though the 
chief movements were merely an accentuation of immediately preceding 
trends. The phase of sharply reduced cre dit expansion really 

Investment came to an end in January. During February the decline in 
Policy and deposits was smaller than in the corresponding month a year 
Deposits earlier. Each of the two succeeding months have shown a 
larger expansion than was the case last year, and in April the 

addition to deposits was very much greater. Even allowing for items in course, 
the rise was over {107 millions, against only £64 millions in April, 1945. 
This still leaves total deposits £33 millions below the September, 1945, peak, 
however, whereas the corresponding seven months of 1944/45 saw a net 
expansion of {274 millions. Hence the period as a whole still shows a reversal 
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of trend to the tune of £300 millions, despite the recent movements. On the 
assets side the largest movements were a further increase in discounts and 
investments, raising the latter to a new record level. Reversals of previous 
trends were a slight recovery in T.D.R.’s and a seasonal, though sharp, relapse 
in advances. 
April, Change on : 
1946 Month Year 
fm. £m. {m. 
Deposits wa - 4,864. + 115. + 340. 
Cash .. = inc 509.2 + 16. + 37.8 
Call Money .. Py 270. > ae. + ot. 
Discounts .. oa 432. +t 54. + 323.5 
pee ‘a aia 1,448.: - 5- — 372. 
Investments re 1,282. - 35- + 142. 
Advance sa 834.3 ~ 18. + 95. 

The month’s addition of £36 millions to the combined investments portfolio 
was, of course, exceptionally large and makes a cumulative rise of £160 millions 
since July last. Indeed, it has been — that the increase in investments, 
and not the closing of the new issue “ taps,’’ is to be regarded as the prime 
cause of the recent expansion in deposits. Such an explanation obviously 
raises wide and complicated issues. Throughout the war it has been taken as 
axiomatic that the volume of deposits is determined exclusively by two factors : 
the Government deficit, which determines the need for new borrowing as a 
whole, and the liquidity preference of the public, which determines what 
proportion of the equivalent savings will be held in liquid form. It is obvious 
that the latter influence can only operate, in a period of heavy deficit financing, 
after a certain time lag, and it seemingly cannot operate at all when the new 
issue tap is closed (except to the extent that sales of existing securities by the 
Departments operate as a backdoor tap). But does this really vitiate the 
general proposition ? To the extent that the Government is securing finance 
by the sale of investments to the banks, it has less need to obtain finance by 
borrowing directly from the public or by borrowing from the banks against 
other securities, such as bills or T.D.R.’s. It has yet to be proven that the 
investment policy of the banks can, under present conditions, be an independent 
determinant of the volume of deposits. Even when the taps are closed the 
authorities can, if they wish, sell securities to the public by the backdoor, to 
neutralize any addition to deposits having its counterpart in bank purchases 
of investments ; and the decision whether to do this, rather than allow gilt- 
edged prices to rise, ranks as part of the cheap money technique. The decisions 
which ultimately govern the volume of deposits rest, therefore, with the 
authorities and the public, not with the banks. 

It may be noted that the April expansion in effective deposits exceeded the 
current deficit for the month of £100 millions, even though the Treasury had 
the benefit of £26 millions of subscriptions to Defence Bonds and {11 millions 
from net sales of tax certificates. 


a\o 
oo 


wnue te 


MOVEMENTS in deposits being taken as given, however, it is nevertheless 
interesting to look for the relationship between the recent addition to invest- 
ments, after a long period of comparative stagnation, and 

Shifts in movements in other items in the assets structure. One possible 
Assets — explanation of recent investment policy, as has been pointed 
Structure out, is the stimulus to seek additional earnings imparted 
by the October cut in short-term rates and the reduction in 
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E.P.T. to 60 per cent. That this has any great relevance to the recent move- 
ment seems to be ruled out by the fact that it began as early as July and was 
well on the way before the short-term interest move and the autumn Budget. 
Hence one is inclined to look for the motivation in the changes in the assets 
structure—and therefore the liquidity position—associated with the shift in 
deficit financing from T.D.R.’s to Treasury bills. On the whole, discounts are 
clearly somewhat more liquid than T.D.R.’s, since the latter have an average 
life at least double that of the Treasury bill and can be encashed without 
penalty in exchange for subscriptions to longer-term Government issues only 
when the tap is open. It is, therefore, of interest to examine how the banks 
have distributed between less liquid and more liquid items the sums released 
for reinvestment by the recent redemptions of T.D.R.’s. 

Between July, 1945, and April, 1¢ 46, the increase in effective deposits was 
small. The combined total of the main assets rose only by £24 millions, this 
being the resultant of a decline of £545.5 millions in T.D.R. “holdings and an 
expansion of {569.9 millions in the other items. The latter was distributed as 
follows : cash {9.1 millions, money market assets £325.2 millions, investments 
{159.6 millions and advances £76. o millions. In other words, £334.3 millions, 
or about 59 per cent., went into “‘liquid ”’ assets and {235.6 millions, or 41 per 
cent., into the less liquid earning assets. As a result, excluding T.D.R. s, the 
combi ned ratio to deposits of the liquid assets rose from 18.2 to 24.9 per cent., 
while that of the earning assets rose from 39.0 per cent. to 43.5 per cent. 
One may say that it was the increase in the supply of bills made possible the 
tise in investments ; but it is surely equally true to say that the appetite for 
investments correspondingly reduced the c capacity to absorb bills (the volume 
of deposits, as has been said, being taken as an independent variable). And 
the appetite fod investments would hardly have been so keen were the banks 
not feeling increasingly confident of still cheaper money, which is probably the 
root of the matter. 





By far the best up-to-date study made of the sterling area has been published 
by the U.S. Department of Commerce under the signature of Donald F. 
Heatherington, of the British Empire Unit. Developments 

Foreign since 1929 are reviewed in detail and the author gives due 
Funds in prominence throughout to the fundamental contrast between 
London the loosely-knit sterling area of pre-war days and the integrated 
and formalized ste rling bloc of the wartime exchange control. 

Probably the most interesting section, from our point of view, is that which 
discusses the international position of London in the period immediately 
before and after the outbreak of war. It is pointed out that in the years 
1932-1938 net gold imports into the United Kingdom totalled £652 millions, 
whereas official holdings rose only by £384 millions. The difference of £268 
millions is consistent with an estimate of earmarked and privately-held gold 
in London at £300 millions in March, 1939. In addition, De Vegh has placed 
the net capital inflow for that period at £539 millions, suggesting that at the 
beginning of 1939 “‘ foreign funds in the United Kingdom, exclusive of gold, 
may have totalled between £700 millions and {800 millions.’’ In the first 
eight months of 1939 net gold exports amounted to {292 millions, of which, 
it is suggested, £100 millions may have represented a loss of British reserves 
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and the balance withdrawals of capital. At the outbreak of war, therefore, 
short-term funds in London may have been reduced to £500/600 millions. 

Between September, 1939, and December, 1940, it has further been 
estimated, capital withdrawals from the sterling bloc (mainly from the U.K.) 
amounted to $735 millions, of which $300 millions represented withdrawals 
through the sale of sterling in the free market. If the latter comprised the 
bulk of the short-term funds liquidated by foreign holders, it follows that 
“the actual decline in London balances was comparatively small ’’—and 
thereafter withdrawals must have been kept down to comparatively small 
quantities by the progressive tightening of the exchange control. In other 
words, it would seem that our external liabilities still include substantial pre- 
war claims in addition to the liabilities arising out of the war. 


FOLLOWING the deplorable suppression of the Liverpool cotton market, the 
attempt to revive the British coffee market has naturally attracted attention 
as indicating, first, that the Socialist Government is not 
International apparently opposed to commodity markets as such and, 
_Coffee secondly, that this’ first attempt to combine international 
Prading trading with exchange control and domestic price fixing might, 
if successful, presage further adventures of the kind. From 
this point of view the decision is perhaps less significant than appears. Whether 
me likes it or not, the essence of a real international commodity market is 
speculation ; such a market, and especially a futures market (the most 
developed form), cannot function freely or effectively unless the participants 
are at liberty to take a view—that is, to increase their commitments when 
prices are expected to rise and solely with the aim of taking advantage of such 
a rise. Since it is state ‘d at the outset that the scheme will be adjusted, if the 
case arises, to see “ that the opening of the market does not lead to excessive 
seenibitian or excessive accumulation of stocks,’’ it is clear that it does not 
represent the initiation of a commodity market in the pre-war and traditional 
sense. Its object is the narrower one of enabling this country to engage in 
international merchanting and entrepot trade, notwithstanding the existence 
of an exchange control. It cannot alter the fact that exchange control and 
futures trading are fundamentally incompatible, since it is difficult or im- 
possible to distinguish in practice between a bull movement in a commodity 
(whch might eventually yield an exchange profit if the market knows its job) 
and a flight of capital or speculation against sterling 


Mr. PER JAcopsson, well known as the chief author of the annual reviews 
of the Bank for International Settlements, contributes a most interesting 
article on the restoration of monetary equilibrium to the latest 

Future of quarterly review of the Skandinaviska Banken. In the main, 
Exchange his conclusions are reassuring for the future of sterling. By 
Rates the beginning of 1945, he points out, American wage rates— 

the really significant index for exchange purposes—had 

already risen by 30-35 per cent. since 1939, and after the increases will 
be about 50 per cent. above pre-war. Great Britain has the further advantage 
of the 14 per cent. depreciation of sterling at the outbreak of war, while 
Mr. Jacobsson argues also that all other countries have a margin of 10-20 pet 
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cent. in hand as the result of an over-valuation of the dollar before the last war. 

It is, of course, this last suggestion which is novel, for it arises out of a 
conception of the relationship between wage rates and the volume of employ- 
ment that is scarcely in accordance with the Keynesian ideas now almost 
universally accepted. In the ’thirties, Mr. Jacobsson points out, world prices 
were ultim: itely dominated by sterling prices ; and “a unilateral increase of 
wage costs in the United States was bound under such conditions to lead to a 
lack of equilibrium also in the American cost and price structure—and here we 
find a natural tg RN of the high degree of unemployment in America 
which still existed in 1939.”’ The explanation may be a natural one, but it 
is hardly likely to pt acceptance in this country. On the contrary, 
mass unemployme nt in the United States or anywhere else will be ascribed 
more readily to insufficiently expansive monetary policies. Statistical studies 
of the American slump, in any case, show quite clearly that changes in the 
foreign balance can have had only a negligible effect in the causation of the 
depression. Finally, it should not be taken for granted that the rise in U.S. 
money wage rates in that period represented an increase in wage costs, for 
technical progress was rapid and the absence of a corresponding rise in the 
prices of finished products suggests that efficiency wages may actually have 
been declining 


DESPITE the protracted negotiations which resulted from the failure to renew 
the 1945 Anglo-French Financial Agreement on its expiry at end-February, 
the Supplementary Agreement reached at end-April proved 
Anglo-French to be little more than a plan for liquidating the French 
Financial indebtedness that had piled up in the first year. The gross 
Agreement debt had reached {150 millions (the original limit having 
been raised to that figure, from {100 millions), but under 
the original formula was reduced to {110 millions four months ago by repay- 
ment in gold. A further gold payment reduces it further, to roughly {105 
millions. Under the new Agreement, France undertakes to reduce it to {55 
millions by March 31, 1947, to £30 millions before April 1, 1948, and to repay 
the balance before April 1, 1948. The methods of repayment, and of financing 
France’s trade deficit in the current year, include : 
(i) The refund of up to the equivalent in dollars of £10 millions made 
available under the original agreement. 
(1) The utilization of French sterling balances requisitioned by the French 
Government. 

(111) The transfer by the French Government to the U.K. Government of 

such securities as the latter may agree to accept. 

The terms of the agreement have occasioned no little surprise and are 
evidence of the very great pressure which the British Government has placed 
upon the French to regularize the position. In particular, misgivings have 
been aroused as to the desirability of adopting towards France the same 
short-sighted attitude that the U.S. adopted towards us in insisting that capital 
assets acquired over a long period of time and forming an integr: ul part of a 
country’s overseas capital position should be utilized in satisfaction of a claim 
arising out of the war. It is also important to know whether the British 
Government seriously considers marketing a large block of securities, which are 
reliably believed to consist mainly of South African gold-mining shares and 
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leading oil shares, such as Shell and Royal Dutch. Such large-scale marketing 
operations may well comme nd themselves to the pundits of the Treasury, 
but in practice, unless handled with the greatest possible care, may have 
serious eftects on the structure of market prices. 


DETAILS are now available of the machinery that has been set up in Switzerland 
in connection with the working of the recent Anglo-Swiss Monet: ary Agreement. 
The machinery is in effect a mild form of exchange control, 
Swiss and is designed to enable the Swiss to supervise transfers from 
Exchange the Sterling Area to Switzerland and to keep a check on the 
Regulations amounts flowing from Switzerland to the Sterling Area. The 
Swiss authorities have for a long time been apprehensive of 
the inflationary effects of “ hot ’’ money, even if Swiss owned, moving into 
Switzerland from abroad. Thus they have throughout the war been most 
grudging in their purchases of U.S. dollars against Swiss francs. In conformity 
with this attitude, the Swiss have set out the categories of items which they 
will allow to be transferred to Switzerland from the Sterling Area. These 
categories consist of current trade and income items and a restricted number of 
capital items, such as contractual amortization payments. It will be seen, 
therefore, that not only must transfers from the Sterling Area to Switzerland 
run the gauntlet of our own control, but will also be subjected to close scrutiny 
by the Swiss authorities. Technically, therefore, there is a possibility of 
friction arising from the dual control, but no doubt collaboration between the 
two central banks will smooth out any difficulties. What is not clear is whether 
items such as dividends, interest, etc., on sterling securities paid to Swiss 
banks, where the beneficial owner is not a Swiss resident, will be permitted. 

Transfers from Switzerland to the Sterling Area are likewise subject to 
control in a manner analogous to the system in force in the U.K. ; that is to 
say, a number of authorized dealers (banques agréées) have been appointed 
through whom all payments (with certain minor exceptions) to the Sterling 
Area must be canalized. 

It is interesting to observe that Swiss sellers of sterling against francs 
are called upon to pay, in addition to a banker’s commission of $ per cent., 
a Federal tax of 1 per cent. on all transfers, as compensation to the Swiss 
Government, who is the buyer of the sterling, for the small return which the 
Government can expect on the sterling that it holds for investment in London. 


Str CHARLES Lippury, who guided the destinies of the Institute of Bankers 
through the difficult war years, has resigned and is succeeded by another 
distinguished President in the person of Sir Clarence Sadd, 

The who forms the subject of our frontispiece this month. During 
Institute the war it was clearly impossible for the Institute to be more 
than an examining body. But it was originally intended to 

be something much wider, the voice of banking, and the new President’s 
inaugural speech indicates clearly that we may hope for some broadening of 
its activities in the years to come. Especially valuable is the suggestion that 
British bank officials should establish closer relations with their opposite 
numbers in other countries, and developments along these lines will be watched 


with interest. 
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Britain’s Balance of Payments 
By T. Barna 


HE problem of the post-war balance of payments of the United Kingdom 
T tas been causing anxiety for some time. Clear thinking, however, is not 

possible unless it is understood that the various items of the balance of 
payments interact on each other. The conventional layout of the balance of 
payments accounts is not very suitable to demonstrate the mechanism of the 
system. As an aid to clarity it is therefore proposed to set out the estimates 
relating to the last pre-war year in a form most convenient for post-war 
thinking. 

Statistics of the balance of payments before the war were lacking in the 
precision achieved in other branches of British statistics. The Board of 
Trade effected several great improvements in the accuracy of these statistics 
in the inter-war period, and it was made clear that they were not satisfied with 
the position at the outbreak of war. The following, therefore, in no way 
implies a criticism of the Board of Trade ; it is clear that improvements weie 
planned in 1939 and no doubt these will soon be carried out. 


THE BALANCE OF PAYMENTS IN 1938 

The conventional layout of the estimates, published annually in the Board 
of Trade Journal, shows only the net balance under each heading, not the gross 
items, and gives the minimum of detail. This was, no doubt, due to the reali- 
zation of the defects of the estimates. But private statisticians can hazard 
estimates where these could not be given official authority. 

The balance of international payments of the United Kingdom on current 
account consists of a balance sheet, as in Table I, showing on one side the 
credits of United Kingdom government and residents accrued against govern- 
ments and residents overseas during (usually) a calendar year. On the other 
side there is shown the liabilities of the United Kingdom government and 
residents accrued against governments and residents overseas ‘during the same 
period. The excess of the credits total is commonly called the balance of pay- 
ments, or the amount of investment abroad. If it is negative, it has to be 
financed either by the sale of British-owned assets to oversea governments or 
residents, or by borrowing from oversea sources 

Both sides of the balance sheet consist partly of credit or debit accruals 
on account of goods or services rendered currently, and partly of income 
from property or gifts. Credits and debits on account of goods and services 
can then logically be divided into exports or imports of goods (which are 
“ visible ’’ to Customs officials), or of services (the “ invisible ”’ items). 

Goods entering United Kingdom ports do so for one of three purposes : 
(1) to leave for an oversea destination from the same or different United 
Kingdom port (transhipments), (2) to be re-packed, handled or treated in some 
way in the United Kingdom without being substantially changed (for instance, 
Indian tea) and then sent abroad (exports of imported goods, or re-exports), 
or (3) to be retained for home consumption. 

The value of transhipments in 1938 came to £33 million, and these do not 
appear in the balance of payments except in so far as these goods are carried 
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in British ships, disbursements are made in British ports or profits are earned 
by British agents. Total imports of goods came to £920 million in 1938. 
Exports of British produce and manufactures were £471 million, of imported 
goods {62 million. It is clear that in marginal cases it is difficult to distinguish 
3ritish exports from re-exports, or re-exports from transhipments. But clear- 
cut definitions are laid down for purposes of official statistics and, in any 
case, arbitrariness should not alter the balance of payments. 

The value of retained imports is calculated as total imports (other than 
transhipments) /ess — ts of imported merchandise. This is clearly incorrect, 
as the latter includes the cost and profits of handling in the United Kingdom, 
whereas they ought to be valued as on entry into the country. Allowing 
{10 million for the cost and profits of handling re-exports, the value of retained 
imports comes, more correctly, to £868 million. The balance of payments 
ought to include on the one hand only retained imports, and on the other hand 
British exports and the cost of handling re-exports, but not the value of 
imported goods subsequently exported. Of course, even the £471 million 
exports of British produce and manufactures embody imported raw materials, 
the value of which, however, can only be approximately estimated at under 
{90 million. 


TABLE I 











UNITED 





BALANCE OF INTERNATIONAL PAYMENTS OF THE 
KINGDOM ON CURRENT ACCOUNT IN 1938 


THE 





CREDIT ACCRUALS fm. | DeEwit ACCRUALS £m 

Exports of goods, f.o.b j $71 | Imports of goods, f.o.b. .. 795(§) 
Exports of services : | Imports of services : 

Connected with goods , 28(') Connected with goods. . 35(7) 

Other shipping ‘ 42(*) } Other finance .. aa 6 

Other finance , 43(°) Government .. 2! 

Government at | Miscellaneous .. : 50(8) 

Miscellaneous ‘ ; 32(5) | - 

| 

Total services ; 152 Total services .. - As rib 

Total goods and service : = 626 Total goods and service oa gz1 






Income from investments abroad. . : | Income due to residents abroad. . 
Remittances from abroad Remittances abroad 


Total income and remitiances 





Total income and remtltances 





ACCRUAI ToTAL DEBIT ACCRUALS.. 








PoTAL CREDIT 





Balance 





(‘) British shipping 20, insurance 5, disbursements by foreign ships in U.K. ports 3. (*) 
Re-exports and transhipments 7, trade between oversea countries 20, non-resident passengers 15 
(3) Including cost of handling re-exports (10) and head-office expenses of British companies 
operating abroad (6 *) Excluding interest and dividends. (*) Tourists 30}, diplomats 1}. (°) 
Declared value less re-exports (excluding cost of handling), Jess 9 per cent. for insurance and 
freight. (7) Expenses of British ships abroad 18, foreign shipping less expenses in U.K. ports 17. 
(*) Tourists 38, film royalties 7, missionaries 2, others 3. 


The statistics relating to exports and imports of goods are compiled in 
great detail. Nevertheless, there are certain inaccuracies in them. There 
is a time lag between despatching and receiving goods and the filing of returns 
with Customs officials causing a small inaccuracy, and also, for various reasons, 
the returns are sometimes incorrectly filled in which cannot always be detected, 
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But, most important of all, no allowance is made for bad debts. It is noted by 
the Board of Trade that in the years immediately before the war defaults on 
British exports exceeded defaults on imports (generally as a result of the 
unsettled political and economic conditions abroad), but no quantitative 
estimate was possible, similar to that made in the United States. 

The value of exports is recorded f.o.b., which is correct from the balance of 
payments’ viewpoint. But imports are recorded c.i.f., which is not the most 
convenient way since some, in fact most, imports were carried in British ships, 
insured in Britain, and so the cost of fieig cht and insurance generated incomes 
in Britain. It would be more convenient to estimate the value of imports 
f.o.b., and then include among imports of services the costs of imports carried 
in foreign ships. A close study of shipping and insurance costs, referred to 
below, suggests that for 1938 an average of 9 per cent. should be deducted to 
arrive at f.o.b. values. 

Trade statistics do not include exports or imports of government stores for 
government use ; for instance, supplies of munitions to British forces abroad 
are excluded. In the balance of payments we want to include commercial 
exports or imports only. To these, the above definitions gave a close approxima- 
tion before the war. Care must be take n, however, in interpreting wartime or 
post-war figures, since exports, for instance, for relief are included as well as 
(say) N.A.A.F.I. supplies to British forces abroad ; on the other hand, some 
exports to territories under military control might not be included though sold 
to civilians. It would be desirable to distinguish commercial and other exports 
and imports. Exports and imports of second-hand ships are excluded from 
trade statistics, though included in the balance of payments. It seems more 
appropriate to include these at this stage, as in Table I. 

The official estimates regard external trade in gold bullion and coin, also 
diamonds, as being on c capital account and, therefore, outside the scope of the 
balance of payments on current account. Account is taken, however, of 
transactions in silver bullion and coin. This is not very satisfactory as silver 
ought to be considered only in so far as it is used for industrial purposes, and 
only a small proportion of silver imports is so used. Anamolous cases arise 
when, for instance, at the end of 1937 a large consignment of silver arrived from 
Hong Kong which left the United Kingdom early in 1938 for the United States. 
Because of this, there was an excess of silver imports over exports of {10 million 
in 1937 and an excess of exports over imports of {11 million in 1938, thus 
distorting the balance of payments. It is clearly wiser to omit silver alto- 
gether. Allowance ought to be made, however, for industrial diamonds. 


THE “ INVISIBLE ’’ ITEMS 

Among exports and imports of services there is a large group directly 
connected with movements of goods. Exports of services connected with 
the exports of goods include net shipping receipts of British ships carrying 
exports, expenses by foreign ships in British = taking up e xports, and the 
insurance of exports with British companies. Imports ‘of services connected 
with the import of goods include the expenses of British ships in foreign ports 
collecting imports, receipts of foreign ships bringing imports less their expenses 
in British ports, and insurance of imports with foreign insurance companies. 

Net income from shipping came to {100 million in 1938, which consisted 
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of {90 million for gross receipts of British shipping less expenses abroad, and 
£10 million for the expenses of foreign ships in British ports. The Chamber 
of Shipping obtained a great wealth of information on shipping income with 
respect to 1936, and subsequent official estimates were based on this inquiry. 
It is possible to separate receipts arising from trade with the United Kingdom, 
receipts of ships plying between oversea ports without entering United Kingdom 
trade, and passenger receipts. Statistics are also available showing the propor- 
tion of exports and imports carried in British ships, which was about three- 
quarters (in value) for exports and two-thirds for imports. It is possible 
through a close analysis to allocate income from shipping to transhipments, 
re-exports, British exports and retained imports, apart from income arising 
from trade between oversea countries. Now, income from carrying imports 
is cancelled on both sides of Table I since we valued imports f.o.b. The income 

of foreign shipping carrying imports into Britain was similarly estimated on 
the assumption that freights were substantially the same as those charged by 
British ships. 

Net income from commission and insurance amounted to £35 million in 
1938, and this sum was similarly analysed. The Board of Trade carried out a 
detailed inquiry into insurance as it affects the balance of payments, the results 
of which were published in 1939. The insurance on cargoes was treated 
— to shipping freights, and net credits on imported cargoes were 

‘ancelled on both sides of Table I. There was practically no insurance of 
cargoes by foreign insurance companies. The insurance of British hulls is 
obviously not taken into account, but net credits on foreign hulls are included. 
The only outgoing item of any magnitude comprised net credits on life insurance 
of British residents with oversea companies. 

In Table I services connected with external trade in goods are separated 
from other services. The latter include the cost and profits of handling re- 
exports in the United Kingdom, income from shipping engaged in carrying 
transhipments, re-exports, trade between oversea countries and non-resident 
passengers, and head-office expenses of British companies (see p.135). Further 
items deal with transactions by the government and miscellaneous items. 

Transactions by the government entering into the balance of payments 
were not very large before the war but are a rather significant item at the 
present, totalling some hundreds of millions. Included are payments abroad 
by the Foreign Office on account of diplomatic and other services, and pay- 
ments by the service departments, as the chief items among outgoings. 
Receipts include a number of miscellaneous items, such as various refunds 
from the Indian government on account of the armed forces. Capital items 
are excluded as far as possible, and receipts of interest and dividends ought to 
be included with income from investments abroad. 

Among miscellaneous items, tourist expenditure is the most important ; 
ilm royalties, expenses of missionaries and foreign diplomatic services are 
also included here.* Post-war tourist expenditure in this country is so fre- 
quently discussed in Parliament and Press that it is worth examining the 
pre-war composition of this item. Reconstructing the official estimates, 
seems that in 1938 oversea visitors spent £31 million in the United Kingdom 





* In Table I second-hand ships are included among goods, and remittances are shown as a 
separate item 
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whilst British residents spent £38 million abroad. Now the composition of 
the amount spent by oversea residents in this country is very interesting. 
Nearly half the total, £15 million, was accounted for by expenditwe by British 
subjects resident oversea, who had an average expenditure in this country 
of £170 to £200 per head, typical examples being colonial civil servants spending 
their long leave in Britain. Continental traffic, where expenditure per head 
could have been £30, accounted for {9 million, and extra-European foreign 
visitors for £7 million only. It is very difficult to see how all this will bring 
in £100 million, which is the usual figure originating in trade circles, when 
conditions return to normal. 

The number of visitors in the heavy-spending class can hardly be increased 
unless the number of British colonial servants is increased. One cannot 
rely for some years on an influx of Continental visitors either, so the total must 
be made up by extra-European foreign visitors who accounted for only one- 
quarter of the pre-war tourist expenditure. Contrary to popular belief, 
tourist expenditure includes all expenditure by oversea visitors in this country 
and not expenditure on hotels only. On the other side of the account, £34 
million out of the total of £38 million spent by British visitors abroad was spent 
on the Continent, and only £4 million outside Europe or on pleasure cruises 
(apart from passage money). It seems that from the point of view of the 
balance of payments the most important factor would be the attraction of 
United Kingdom residents to British holiday resorts instead of Continental 
ones—although that, of course, will not bring in any dollars. 

Film royalties cost the country over {7 million in 1938 and British films 
brought in only a fraction of {1 million from abroad. During the war the 
deficit on this account rose “considerably, to about {17 milli on. Also, 
about {2 million was sent to missionaries abroad, whilst on the other hand 
foreign diplomatic services spent rather less than this. 

Altogether, the sale of services to foreigners brought in £152 million and 
the purchase of services cost {116 million. The balance of £36 million to be 
set against a deficit of £321 million on merchandise account, making the 
deficit on account of current goods and services £285 million, is less than is 
generally believed. 


INCOME FROM ABROAD 


Income from investments abroad is a fairly large item. Lord Kindersley’s 
estimate for 1938 was £185 million, excluding income from Eire and undistri- 
buted profits. The Board of Trade estimate allows about £30 million for the 
undistributed profits of British companies operating abroad. This allowance 
is made, however, on the basis of company balance-sheets ; on the basis 
of income tax assessments (which are more appropriate when dealing with 
the balance of payments in relation to the national income) £50 million seems 
more correct. Income from investments in Eire was about {£6 million. It 
seems wiser to include payments for the head-office expenses of British com- 
panies operating abroad among services and not under this heading. On the 
other hand, about £5 million should be added for the earnings of holdings of 
the British government (Anglo-Iranian and Suez Canal shares), making the 
total £246 million. 

On the debit side we have income accruing to oversea residents on their 
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investments in Britain. This can be put at £26 million, of which {11 million 
was going to Eire. United Kingdom met income from oversea investments 
thus came to {220 million. Remittances from abroad are put at £25 million 
in the official estimates of the national income, and remittances abroad at 
fro million. The excess of £15 million, added to the excess of oversea income, 
makes £235 million. Setting this sum against the deficit on current goods 
and services, the balance of payments works out at a deficit of £50 million.t 
It should be emphasised that a figure of this nature is subject to fairly large 
margins of error since it is a comparatively small sum derived as the difference 
between two large sums. Allowing for even a 1 per cent. error in the totals 
of Table I, the error in the balance is of the order of 25 per cent. 

It is very difficult to estimate the current and future amount of income 
from investments abroad. British investments abroad at the outbreak of 
the war are estimated in Table II. Unfortunately, we do not possess accurate 


ABLE II 
FOREIGN INVESTMENTS OF THE UNITED KINGDOM IN 1930 


in million ¢’s) 


Long-term oversea investments, excluding Eire, nominal value. . a 3,750 
Investments in Eire, approximately bs - ar 100 
Rise in dollar securities at outbreak of war, approximate ly ira an 150 
Gold and dollars (war-time prices) P “ ‘ “i ; 600 
Gross Hotpincs or U.K., nominal value... a re = 4,600 
Deduct 
Long-term assets of foreigners in U.K., approximately .. - 500 
Short-te ‘rm liabilities of U.K. ad y “a nee ea 500 
NET Hortpincs or U.K., excluding short-term assets, nominal 
tiite ‘ : ; ee . ee ‘ 3,000 
Sources Lerd Kindersley’s estimate in Economic Journal, 1939, p. 693, and 


Statistical Material presented during the Washington Negotiations’ 
Cmd. 6707, 1045 


Avs 


short-term assets. Putting the pl at {150 million, and allowing for the 
rise in the face value of dollar securities at the outbreak of the war when the 
pound was depreciated, long-term foreign investments were about £4,000 
million. The figure, however, refers to nominal values. Actual market 
values were not estimated. In the case of a number of securities market 
values were very much below nominal values, but in other cases they were 
considerably higher. On balance market values were likely to have exceeded 
face values. Holdings of gold and dollars were put at £600 million, and so the 
nominal value of the gross holdings of the United Kingdom was {£4,600 million. 

gainst this must be set about {500 million for the long-term investments of 
oversea residents in this country. and another {500 million for short-term 
liabilities to foreigners. The net holdings of the United Kingdom amounted, 
therefore, to £3,600 million, not allowing for the possible excess of market 
over nominal values or for short-term assets. 


estimates. Lord Kindersley’s £3,750 million excludes investment in Eire and 


+ This differs from the Board a Trade estimates by (a) excluding silver and (4) allowin 
more for undistributed profits of companies operating abroad 
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THE CURRENT POSITION 
Disinvestment abroad during the war amounted to £4,150 million, as 


detailed in Table III. One-quarter of this consists of the sale of assets abroad, 
two-thirds of the accumulation of sterling balances, and a small proportion 


FABLE III 
DISINVESTMENT ABROAD DURING THE WAR, SEPTEMBER 1939—JUNE 1945 


(in million £’s.) 


Proceeds of sale or repatriation of oversea investments. . ~ so “5,520 

Increase in external liabilities of U.K 2,880 

Decrease in gold and dollar reser: “ae : pes a ne 150 
Total disinvestments abroad .. iis ca E ‘ ss MESO 

Sources Statistical Material presented during the Washington Nego- 
tiations '’, Cmd. 6707, 1945, and ‘‘ National Income and Expenditure of the 
U.K. 1938-1945", Cmd. 6784, 1946 


of loss of gold. Our gold and dollar reserves were practically gone by 1941 
but since then the holdings have recovered considerably. Disinvestment 
during the second half of 1945 was about {£500 million, including £160 million 
for the settlement of lease-lend, and the present rate of disinvestment is 
governed by the expectation of the American loan. Hence, on paper, Britain 
turned from a large creditor into a debtor country ; but this is by no means 
certain. The reason for this is that the estimates in Tables II and III are not 
strictly comparable because securities given at nominal value in Table II are 
put at market value in Table III. Much depends on the prices at which the 
Treasury realized securities abroad. Secondly, a considerable part of the 
sterling balances is held in London as financial reserves and, therefore, can be 
ignored from our point of view so long as the sterling area remains. 

But even if capital liabilities exceed capital assets, interest and dividend 
payments on account of these liabilities fall short of receipts on account of 
assets. The reasons for that are twofold. In the first place, the rate of return 
on our liabilities is considerably less than our assets. The above figures show 
that the pre-war rate of return on the nominal value of assets was 6 per cent. 
Against this the interest on sterling balances would not amount to more than 
2} per cent. The second reason is that it is quite clear that during the war 
securities with a relatively low rate of return were repatriated and the profitable 
lines were largely retained. The repatriated securities were largely govern- 
ment bonds with a fixed and low yield while it is known that the British govern- 
ment holds, for instance, a considerable amount of General Motors ordinary 
shares (pledged against the R.F.C. loan), the rate of return on which is about 
ten times that on bonds, and which stand very much above face value. 

The broad position is that assets consist of equities and liabilities of bonds ; 
consequently, the balance of assets and liabilities depends on the level of prices, 
apart from any possible agreement with the holders of sterling balances. A 
high world price level would raise the money value of British assets but not of 
the liabilities. It seems that in the future we must take into account this new 
and important factor influencing our balance of payments position. 

Net income from investments abroad can be estimated at {180 million in 
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1945.+ It should be emphasised that the current figure obviously excluded 
income from the Far Eastern investments which were among the most profit- 
able pre-war items, and which, no doubt, will again contribute to the balance 
of payments when the Malayan economy is restored. And the same might 
apply to other sources of income temporarily stopped by the war. On the 
other hand, damage to British property abroad by enemy action was not 
included in Table III. It is understood from a Parliamentary answer that the 
Bank of England is engaged in reviewing the position of foreign investments 
and when their estimates are published we shall perhaps be in a better position 
to look into the future. 

On the whole, net foreign income can be safely put at two-thirds of its 
pre-war amount. The unknown factor in the current and future balance is 
payments on government account. These were relatively small items before 
the war but they cannot return to the pre-war level until world conditions 
become normal again. It is also clear, from the way in which Table I is set 
out, that the balance of services connected with the export and import of 
goods cannot be very important. So long as about the same proportion of our 
external trade is carried in British bottoms as before the war, and there is 
no reason to assume the contrary, the balance of these items must remain 
small. Hence, the only “ invisible ’’ exports which can come to our aid are 
shipping and financial services other than those connected with United Kingdom 
trade, and tourist traffic. The pre-war balance of these items was {60 million 
or (say) {100 million at current prices. It is difficult to say how far this sum 
can be increased ; in some cases problems arise to maintain | it at its pre-war 
level. Altogether, what are commonly known as “ invisibles ’’ can be expected 
to bring in round about 1948 a net sum of about {200 million as — £270 
million in 1938 at a lower level of prices. We must, however, allow for a 
positive balance of payments in order to repay some of our overseas debt and to 
make a small contribution to the development of backward areas. Hence, 
the import surplus (at f.o.b. prices) should not exceed £100 million. 

Pre-war experience has shown that any expansion in the national output 
causes an expansion in imports of one -sixth of the expansion in output. No 
doubt our post-war output will be higher than the pre-war output but the war 
has destroyed many sources of our imports and at the same time established 
new industries in Britain, so that the pre-war volume of imports can be taken 
as the standard even for the higher volume of post-war output.§ Allowing a 
60 per cent. rise in both export and import prices, this necessitates exports 
of about {1,200 or 60 per cent. above the pre-war volume. A much more 
serious problem is, however, the possible deterioration in our terms of trade ; 
that is, the rise in import prices might exceed the rise in export prices. It 
is difficult to gain a clear picture in this respect, since what we really need are 
f.o.b. and not recorded (c.i.f.) import prices.* But if import prices were 
to rise by a further 10 per cent. without a rise in export prices, the necessary 
expansion in exports would become 75 per cent. of the pre-war volume, and 
with a deterioration of 20 per cent. in ‘the terms of trade, over gc per cent. 





t This optimistic estimate is based on figures in the seceniiy published Inland Revenet 
Reports for the war years 
Che current volume of imports is one-third below the pre-war level 
* The rise in export prices since 1938 was about the same or more than the rise in f.o.b 
import prices. The present level of export prices, however, is artificially high, very much above 


the level of home prices. Hence the dangerous situation from the long-run point of view. 
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Anglo-American Co-operation 


A Rejoinder to Mr. Einzig 
By R. F. Harrod 


R. EINZIG, in his spirited challe nge to me in the May issue of THE 

BANKER, ends on a note of pathos. ‘“‘ The Battle of Bretton Woods is 

now over. . . . We who opposed the plan have suffered a complete 
defeat. Supporters of the plan have won a 100 per cent. victory. ... They 
could really afford to be good winners; it is much easier than to be good 
losers... . Was it really necessary for Mr. Harrod to kick his opponents, ‘who 
are now down, with quite so much vigour and relish ? 

At their face value these words should evoke a rueful feeling. One does 
not like to be unchivalrous. But is there really any substance in them ? 

First and foremost, it must be said that the battle is not over. It is only 
beginning. If an international economic system is to be made to work—this 
system is not confined to the Bretton Woods proposals, but comprises other 
matters mentioned in Article 7 of the Mutual Aid Agreement—strenuous 
efforts involving hard thinking, imagination, goodwill, and mutual under- 
standing will have to be made by this and other countries in the years ahead. 
The institutions set up will have to be made live, functioning and important 
organisms in the world economy. We British shall have to show an unflinching 
duheeminntinn to see this task through, we shall have to make ourselves better 
acquainted with the problems, and show ourselves persistent and keen, in 
order to encourage other nations. In all this scarcely a beginning has yet 
been made. If one believes, as I do, that these plans provide the best hope, 
perhaps the only hope, in the battered and bewildered world of today for 
preserving peace and civilization itself, one naturally advocates them with 
maximum vigour. Quite frankly, in this contest of ideas, in which, naturally, 
one has no ill- will to the persons of one’s opponents, my aim was not to kick, 
but to kill. 

Mr. Einzig writes of the battle of Bretton Woods as having been fought 
with ‘‘ the utmost bitterness ’’ and of the opponents of the plan as being now 
‘down.’ But are they down? The verve with which Mr. Einzig writes 
suggests that he for one is by no means down. He has a vigorous ally in Mr. T. 

3alogh. Meanwhile, Mr. Amery continues to preach the doctrines of Joseph 
Chamberlain. And hovering over them is the inimitable Lord Beaverbrook. 
They make between them a valiant band of warriors. I do not see them as 
bodies lying peseneete in the sand. Consider them—they are good fighters all. 

Mr. Einzig refers to a “ bitter battle.” What champions has our island 
produced to enter the lists on the other side? Redoubtable though these 
opponents of the plans are, surely, the observer may feel, it should be possible 
to scrape together a comparable band of supporters. And what happened in 
the bitter battle ? What were its notable episodes ? 

I suggest that there has, in fact, been no such battle. I do not refer to 
what may have happened at Cabinet meetings or other secret conclaves. 
What public battle has there been? Mr. Einzig characterizes my pamphlet 
as a gratuitous thrust made after the battle is over. I suggest, with all 
diffidence, that it is the first blow publicly struck on our side. It is a mere 
sketch, and touches only a few salient points. But what else is there? If 
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Mr. Einzig knows of any substantial material, I wish that he would mention it. 
FB or months now pupils, foreign visitors, and others, have come to me saying : 
‘ We have seen a good deal of criticism of these proposals in the press ; could 
you tell us where we can find some defence or even some explanation of their 
main purport ?”’ I have been unable to give any answer. There was, of course, 
Lord Keynes’ great speech in the House of Lords, but that was concerned 
mainly with the loan itself, whereas my pé amphlet was concerned mainly with 
Article 7. There is Professor Hansen’s excellent ‘‘ America’s Réle in the World 
Economy, ” but that is designed to recommend the plans to an American 
— nce, with an eye to their specific susceptibilities. It is ironic that these 
great plans devised by the best brains in both countries, working in a spirit 
of é disint erested co-operation, should tend to be regarded on each side of the 
Atlantic as representing a surrender to the interests of the other party. 

There is a most significant passage in an admirable little book, by Dr. 
Tinbergen, called International Economic Co-operation. Dr. Tinbergen is a 
Dutch economist of international repute, belonging to no sect of acenainie 
doctrine. His evidence is therefore good. He makes a plea for international 
co-operation on the lines of the trade and other proposals now before us. 

[t is not quite clear,’ he writes, “ at present what people in Great Britain 
think they will attain by a regulation of imports. . . . For the sake of inter- 
national co-operation it is to be hoped that, under certain conditions, they 
will be ready to reconsider this sté undp. int ” (p. 134). In the context it is quite 
plain that by “ people in Great Britain’ he means to refer to the prevailing 

ttitude of this country. It is clear that to this Dutchman observing across 

the water what Mr. Einzig, Mr. Balogh and the others want appears to be 
what Great Britain wants. That is the impression which we have given to 
outsiders. It is true that his book was published in 1945 before the Loan 
Agreement had been passed by Parliament. But we signed the Mutual Aid 
Agreement, which involved just as decisive a repudiation of the system 
preferred by Mr. Einzig, in 1942. Dr. Tinbergen evidently ~~ that our 
signature did not reflect our true wish, and it is now open to foreigners to 
believe—as many do believe—that the passage of the documents attached 
to the Loan Agreement does not represent our true wish either. 

I do not for a moment believe that what Mr. Einzig, Mr. Balogh and the 

‘thers wish represents what the English people wish, or even what the best 
informed among them wish. And therefore it seemed to me to be high time 
that something was written on behalf of multilateralism. 

Mr. Einzig finds an inconsistency between referring to “ reticence ’’ about 
the American scarce currency offer soon after it was first made as “ statesman- 
like,’’ and letting off my “ firework ”’ before the loan has been ratified. I do not 
accept this. It would have been inappropriate to be too jubilant on the 
morrow of an extraordinarily generous proposal by the American experts. 
lt was wise to wait and see how U.S. public opinion would re act. But that 
proposal was passed by Congress in July, 1945. My “ firework ” was primarily 
concerned with that proposal and the accompanying projects, not with the 
terms of the loan. My information is that the passage of the loan througn the 
Senate was made more difficult by the field of publicity in Britain on the 
broader questions of co-operation having been for so long left to those who think 
with Mr. Einzig, while those of the opposite opinion continued to hold their fire. 

It is difficult to deal with the specific challenge made to me by Mr. Einzig, 
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since he appears to be flying in the face of the facts. The famous Keynes 
proposal for a “‘ Clearing Union ”’ sought means of escaping from the strangle- 
hold of restrictions involved in the pre-war system, with its arbitrary dis- 
criminations and manifold opportunities for political pressure, sought a 
universal system which should avoid the necessity for deflation or trade 
restriction and should provide a framework within which modern remedies 
to prevent trade depression could be applied. But it had one weakness. It 
had long been a commonplace that it would be extremely difficult for other 
nations to avoid deflation and import restriction, if certain nations allowed an 
unbalanced surplus on international account to accrue year after year. In 
order to remedy this trouble, it would be necessary to make a proposal which 
would be, if not injurious, at least painful to credit-balance nations. If there 
was no such effective proposal in the Keynes plan, that was obviously for 
the reason stated in my pamphlet ; and for the same reason it was left to the 
Americans to initiate a proposal for a bank for international investment. It 
is better for those who have to bear the brunt to make the offer. 

And I should like to interpolate here that it is of great importance for the 
success of these long-range plans that the dealings between the principal 
responsible parties should be carried through in a fine spirit, as, in fact, they 
have been so far. Without such a spirit there is great danger that it will be 
impossible to keep in being that sustained forbearance which is necessary 
to the achievement of long-range co-operation. And that alone, quite apart 
from the economic considerations, is a strong argument in favour of the 
Article 7 approach, as distinct from that of bilateral bargains. The latter 
essentially involve the big stick, the tough and brutal method. If we want 
to have a better world, we must raise ourselves not only above the methods, 
but above the spirit which governed commercial relations in the ‘thirties. 
We must get right away from Dr. Schacht. We cannot have a peaceful 
co-operative world if international dealings are of a kind to require bullying 
methods. The Keynes document breathes a sense of the necessity for more 
decent international relations. 

Thus his opening document omitted proposals which it would be more 
fitting for the Americans to make themselves. It is sometimes argued that, 
in a sense, his scheme deals more drastically with credit nations than the White 
Scheme, since under his they have an unlimited liability, while under the 
White Scheme the liability is limited. Under the Keynes Scheme the credit 
nation’s assets pile up at the Union and it is unable to use them save by 
importing or lending more. The fact that under the White Scheme the 
liability was limited did serve to recommend it to the American public. But 
this is rather at the level of appearances only. It is true that in the Keynes 
Scheme if accounts were unbalanced there was no limit on the credit nation’s 
side to the accrual of the balance. Yet, in fact, under the Scheme, in the 
event of such lack of balance, one after another of the debit nations would 
have got into trouble, until they were all in trouble, at which point the Scheme 
might be said to have broken down. 

"From the beginning it was apparent to those who followed the matter 
closely that the ‘‘ scarce currency ’’ proposal radically altered all this. The 
wording is not quite the same in the White Plan, the Joint Statement by 
Experts, published in April, 1944, and Final Act of Bretton Woods. But the 
substance has remained the same and it has been our sheet anchor. The 
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ebullience of Mr. Einzig cannot alter this solid fact of history. 

The scarce currency clause secures an equal division of responsibility 
between the credit and debit countries. A lack of balance may have various 
patterns. For instance, there may be one nation which is running heavily 
into debt, while the debit balances of the other debit nations and the credit 
balances of all the credit nations are only moderate. At that point only the 
badly debit nation would get into trouble. On the other hand, the pattern 
that many envisage, not necessarily with good reason, is that many nations 
will have larger or smaller debits while there is one predominantly credit 
nation, the United States. In that case only the United States would get into 
trouble under the White Plan, whereas under the Keynes Plan the credit 
nation would be relatively unaffected, while each of the debit nations would 
get into trouble in turn. 

By “ getting into trouble ’’ I mean being faced with the necessity of making 
some adjustme nt. In the wording of the White Plan, conveniently italicized 
by Mr. Einzig, ‘‘ the Board of Directors of the Fund shall inform the member 
countries of the probable supply of this (the scarce) currency and of a proposed 
method for its equitable distribution.’’ The currency of the predominantly 
credit country thus becomes officially scarce ; debit countries cannot continue 
to buy the g ods of the credit country on credit. They will have to take some 
steps to limit their purchases in accordance with some scheme of “‘ equitable 
distribution.”” In doing this, they will be doing their duty, and not be open 
to the charge of “ discrimination’ against the credit country. But what 
does this mean for the credit country ? It means that her exporters will find 
that in the various markets purchasers are restricted in their power to make 
their would-be purchases. A highly convenient arrangement, this, for British 
exporters if the dollar happens to be a scarce currency when sterling is not ! 
The procedure is elaborated in the Final Act of Bretton Woods, in words also 
italicized by Mr. Einzig: ‘‘ A formal declaration (that a currency is scarce) 
shall operate as an authorization to any member, after consultation with the 
Fund, temporarily to impose limitations on the freedom of exchange operations 
in the scarce currency.’ This is strong enough in all conscience! If the 
currency is, in fact, scarce, the Fund will have to declare it so, and members 
are thereby authorized to impose restrictions. The axe comes down auto- 
matically on the unfortunate exporters of the scarce currency country. 

It has often been pointed out that. this situation would be so intolerable 
to the credit country that she would never allow it to arise. That is all right. 
That is exactly what we want, a real effective sanction to prevent the credit 
nation sitting back and doing nothing, whether by reduction of tariffs or 
stimulation of investment overseas, to reme dy her unbalanced position. For 
years we have uttered adjurations that credit nations have the duty of striving 
to balance their position. But a sanction is better than adjuration. Nothing 
of this sort was proposed in the Keynes Plan; and I am not aware of any 
previous proposal for such a logical and clear-cut solution. 

It would, indeed, be unwise for British exporters to hope that assistance 
would come to them in their competitive struggle through the scarce currency 
clause actually coming into operation. All we can ask for—and that it gives 
us—is that an over-bearingly credit nation shall be under the compulsion 
herself to take such steps as are required to balance her account. 

Mr. Einzig criticizes this solution on the ground that dollars might be 
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scarce for Britain and yet, not being generally scarce, might not be declared a 
“scarce currency.” He writes with gusto and refers to Alice in Wonderland. 
“Even though she (Great Britain) may not have a single cent left, she would 
remain under legal obligation to allot dollars free ly to British firms wanting to 
import American goods.”’ This strongly worded passage is the piece de résistance 
in his article. It is all entirely without substance, and it is really surprising 
that he should have allowed it to stand in a contribution which by its 
challenging tone challenges scrutiny. 

Under the proposed arrangements the situation envizaged by him cannot 
arise. If the dollar is not a “ scarce’’ currency, there can be no question of 
Great Britain not having a single cent left. If Britain has any foreign currency 
at all available and has not exhausted her quota, dollars will be available to 
her. Any foreign currency wiil be as fully available as any other. It is curious 
how advocates of bilateralism seem unable to remember that the multilateral 
system, which did after all prevail not so many years ago, is, in fact, multi- 
lateral. A country cannot run short of the supply of any particular foreign 
currency unless she is running short of foreign exchange generally. This 
also disposes of the previous point made by Mr. Einzig, namely, that we 
should not under the proposals be allowed to husband our resources of dollars 
if these were running low. Mr. Einzig complains that the exchange limitations 
shall not be more restrictive than are necessary to reduce the demand for a 
scarce currency to its supply. He is apparently not content that American 
exports should be cut to the amount which is balanced by what the United 
States imports or invests abroad, but wants them cut further still. This 
does seem a little hard ! 

What, asks Mr. Einzig, is my complaint, since Parliament has passed 
the instruments ? There is some banter about my wanting a day of national 
rejoicing ‘‘ with dancing and singing crowds in the West End, as on VE-Day 
and VJ-Day.” This was not quite what I wanted. But there is a well-worn 
cliché that it is almost as important to ‘“ win the peace ”’ as to win the war. 
In this matter of winning the peace there are in the sphere of politics, security 
and nuclear energy great obscurities and obstacles, not certainly owing to lack 
of will on our side, but partly because it passes our poor understandings to 
know precisely what we ought to do. On the economic side it is much more 
a lack of will than a lack of knowledge. I do hold that the change in the 
American attitude towards economic co-operation is of quite momentous 
importance. And I hold that the lack of adequate reception given to it in this 
country has been not only stupid, but injurious. After all, the whole world 
knew that our hearts were full on the occasions of VE and VJ, and whether 
we chose to celebrate by singing in Piccadilly or not was our own affair. 
The lack of enthusiasm for economic co-operation has wide international 
effects. It was not a question of singing and dancing, but of public utterance 
by statesmen, experts and leaders of opinion. If it were known that the full 
force of public opinion was earnestly supporting the official acceptance of the 
American proposals, that might make a great difference to the hopes and 
aims of the distracted nations of Europe. Others would be encouraged, and 
some order would begin to appear in the present European chaos, moral, 
intellectual and practical. Therefore I chide British spokesmen for their 
behaviour at this crisis of world history. It is not yet clear whether they 
will redeem their recent failure. 
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Germany — Twelve Months After 


(By a Correspondent) 
"Wie little more than twelve months after the end of the war in Europe, 


the four powers occupying Germany are more divided in their views 

than ever. The past year has seen a steady divergence ne policy between 
the Russian zone and the Western zones, between the British zone, the 
American, and the French. There has been no aenation whatever in the 
zonal barriers. There has been little attempt to treat Germany as a whole. 
At the recent Foreign Ministers’ mecting in Paris the French attempt to 
secure a discussion on the future of the Ruhr and the incorporation of the 
Saar into Metropolitan France failed. The American proposal for a 25-year 
pact to ensure the disarmament of Germany after the withdrawal of the 
occupation troops had no result. Mr. Bevin’s question whether Germany 
was to be centralized or to be rebuilt on a feder: ul basis was unanswered. 
rhe one concrete fact which emerged from the Paris Conference, indeed, 
was the American statement that they would not continue dismantling 
factories in the U.S. zone for reparations until it was assured that Germany 
would be treated as one economic unit. On that note the Conference ended. 

The whole German problem is, in fact, fast approaching a political and 
economic crisis and the one thing which seems certain is that the present 
chaotic conditions cannot continue much longer. Apart, altogether, from the 
financial cost of the occupation to the three Western powers, Germany i 
becoming a source of political friction between Britain and France and Britain 
and America, of which the recent U.S. press references to the “ silk curtain ’ 
of the British zone are only one sign. Unless a halt is called soon, the Germany 
of 1946 may prove, in the long run, as dangerous as the Germany of 1939. 

[t is the financial and economic aspect of the German occupation with 
which, however, we are mainly concerned in this article, although it will be 
appreciated that economics and politics cannot be separated in the Germany 
of today. It was recently stated in the House that the cost to this country of 
the German occupation will be rather more than {80,000,000 during the 
current year. There will certainly be a debit for 1947 and for 1948, the probable 
size of which it is impossible at the moment to estimate. Imports of food into 
Germany for the current year are considerably smaller than they would be if 
there were more available. But if there were more food there would be a 
larger coal output, and thus a larger credit from exports. That, at any rate, 
is the theory which it is hoped will prove correct next year. There is a faint 
hope also that these debits will be recovered some time in the future after 
1949, when, according to the Berlin agreement on the future level of German 
industry, German economy will be self-supporting. This Berlin agreement 
gives the basis for the economy of the new Germany. And, although there are 
already signs that the plan will never become operative—which many will 
consider the best thing possible—it does represent the one main agreement 
on Germany which the four powers have reached. It must be treated, therefore, 
as a serious attempt to dovetail widely different views into one coherent plan 
for the economic future of over 66 million people. 
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There is no necessity to discuss much of the background to the plan. It was 
evident to anyone who has discussed the pioblem with representatives of the 
Four Powers that each was approaching it from widely different angles. The 
argument over steel capacity, permitted production, and the capacity of the 
steel consuming industries very nearly reached a deadlock on more than one 
occasion. It was inevitable, therefore, that any agreement reached would be 
purely a compromise which would certainly not satisfy, at any rate, the British 
viewpoint which has been quite openly expressed. Britain does not want a 
Central European slum, a breeding ground for any extreme political doctrines, 
but a reasonably contented, self-supporting people in which democracy has a 
fair chance. The plan which is meant to bring about this latter desirable state 
of affairs divides German industry into three main groups. These are pro- 
hibited industries, restricted industries and unrestricted industries. The first of 
these contains armaments, aircraft and shipbuilding, synthetic oil, rubber and 
ammonia, ball bearings and certain heavy machine tools. There are one or two 
others besides, and all are permanently banned. The restricted industries 
include steel, non-ferrous metals and various engineering products, for which 
definite levels are laid down as a percentage of 1936, which has been taken as the 
base year. These percentages vary from about 11 per cent. for machine tools 
and 39 per cent. for steel to 80 per cent. for agricultural machinery. The 
unrestricted industries include furniture and wood products, glass, ceramics, 
bicycles and building materials, excluding cement which is restricted to just 
under 70 per cent. of 1936 capacity. Finally, it is laid down that certain 
quantities of goods will be available for export by 1949. These are 45 million 
tons of coal, 400,000 tons of paper, 133,000 tons of textiles, and a certain value, 
about {10 millions, of pharmaceutical products. 

There are, of course, many other details embodied in the plan. But from 
the main outline given above it will be seen that the emphasis is laid on 
consumer goods, and that the producer industries are all prohibited or 
restricted. For foreign trade, the plan envisages, by 1949, exports of Rms. 
3 milliard at 1936 value—that is, approximately equivalent to {500 millions 
at current prices and at Rms. 12 to the {—and imports of the same value. 
(Imports in 1936 were Rms. 4,200 millions.) Not more than 50 per cent. 
of the proceeds from exports will be used for imports of food and fodder. 
The balance will be available for the costs of occupation and services. 

When signing this agreement the British 1epresentative made it quite 
clear that a review would be necessary if any one of four basic assumptions 
proved false. These assumptions were that Germany would be treated as an 
economic whole, that the Western frontier would not be revised, that the 
population did not exceed 66.5 millions, that exports would be available 
on an adequate scale to pay for imports, and that they would be accepted in 
world markets. Those four assumptions are quite crucial. There has been no 
pretence since the Potsdam agreement of treating Germany as an economic 
unit with normal trade between the zones and a normal flow of manufactured 
goods from West to East and of food from East to West. And unless quite a 
considerable number of eggs are unscrambled by more than one of the occupying 
powers, there is little possibility of a genuine economic unit in the future. 
Again, if the Saar is incorporated in Metropolitan France, or the Ruhr is 
detached, the plan is presumably scrapped or revised. (It is difficult to discover 
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the Russian attitude to the problem of the Western frontier. The French 
Communists are now openly supporting much, if not all, of the old De Gaulle 
policy. But the German Communists in the Russian zone appear to be the 
most vocal in their demand for a united Reich.) The assumption that the 
population will not exceed 66.5 millions may, or may not, prove correct. 
With the population still in a state of flux no one can say definitely at the 
moment. But the final assumption that sufficient quantities of the right goods 
will be available for export by 1949 does seem highly unlikely, apart, altogether, 
from the problem whether other countries will buy them. 

To start with, the plan, with its drastic restriction of producer goods 
makes the whole German economy quite unbalanced. How can you expand, 
or reactivate, or reconvert consumer goods industries when the necessary plant 
or equipment is not available ? That is the very problem which has been 
impressed on anyone visiting the Ruhr coal area during the last six months. 
That is the very problem, again, which the British have been trying to teach 
the French—that to assure coal production in, say, a year's time some coal 
must be used now to reactivate the Ruhr steel industry. Yet the whole plan 
for the German economy appears to assume that the problem does not exist. 
It is quite optimistic, in fact, to believe that Germany can regain the 1932 
depression level in three years’ time. And it is quite nonsense to point out at 
this stage that Germans have an amazing power of recovery. There is no doubt 
they have. That is one of the troubles. But they can only use that power if 
they are left alone or left the goods, which in neither case is true to-day. 

However, assuming that the goods are available for export, there remains 
the problem of selling them, not only in 1949, but also when the present world 
hunger for goods has been largely satisfied. German exports before this last 
wat consisted in the main of steel, engineering and chemical products. In the 
future thev are to consist of coal, textiles, paper, wood and glass products, ete. 
In other words, there is to be a complete change in the nature of these exports. 
There must then be a complete change in the type of markets. New markets 
must be found in competition with other countries, and the goods will have to 
be forced on them. 

To summarize the main obstacles against the plan’s success, or even its 
operation, there is, therefore, first the general treatment of Germany as four 
countries ; second, the dispute ove: the Western frontier ; third, the economic 
basis of the plan itself, which appears to be fundamentally unsound ; and 
fourth, the difficulty of obtaining permanent markets for Germany’s new type 
of exports. That is a formidable airay and it is impossible to be sufficiently 
optimistic to believe that all of these obstacles will be readily overcome. 
And even if they a1e overcome, what is the prospect for the more distant future ? 
[t is impossible to believe that any German would, uncontrolled, carry out 
a plan which limited the standard of living in his country to that of the 
depression. (Although the German standard of living is theoretically allowed 
to rise with that of the average European, excluding the U.K. and U.S.S.R., 
there must be some years of recovery before that standard is sufficiently 
good to allow this paper concession to operate.) It follows, therefore, that we, 
in conjunction with the other three powers, are committed to the occupation 
of Germany for as far ahead as one can see. If that is not true, then the whole 
idea of this economic stripping of Germany is useless. If the plan fails, however, 
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what is the position then? The British zone, with its large population, about 
23 millions, is the least self-supporting in food of the four. It is dependent 
on imports even to maintain a starvation ration. It has one major asset, 
the Ruhr mines, always assuming that the Ruhr is not detached under some 
international control. Run as a separate unit on current lines, the zone 
might in time become self-supporting if the secondary industries were allowed 
to develop and export. Although as these secondary industries will now largely 
be stripped for capital reparations, that possibility is rather remote. The 
economic plan, in other words, locks the stable door so that the horse cannot 
return. It is doubtful, indeed, if the zone could continue as a separate entity 
except at the expense of the British taxpayer and British dollars, if industry 
is stripped for reparations. 

Meanwhile, the general political development does not give much cause 
for British optimism. One cannot help feeling that the Russians are playing 
their cards much better. They, at any rate, offer something to the Communist 
Party, and now the United Socialist Party. We offer democracy in the future 
and reduced rations now. The latter is, of course, no one’s fault. But it is a 
major political tragedy for all that. The Germans will inevitably turn to 
something which offers them hope, whether it be Social Democracy, Com- 
munism, or dictatorship under any other name. And if Communism seems to 
them as one way of improving their lot, then we shall have a Communist 
Germany. Democracy, as we understand it, is a very fragile flower in Central 
Europe, and it is not receiving much nourishment at the moment. It can be 
said, of course, that the Germans must have a hard peace, that they deserve 
everything that has happened to them. Sothey do. But that does not help us, 
the British, at all. We want to leave Germany, presumably, one day. We 
want to stop pay ing reparations as soon as possible—any idea of receiving 
reparations in any appreciable quantity or even the service on the pre-war debt 

can apparently be forgotten. And, above all, we want peace from Germany, 

not necessarily now or in ten years’ time, but in the more distant future. Those 
three desires will not be achieved by making Germany a slum and over 66 
million people thoroughly discontented and poor, which is what is happening 
now. That is not a criticism of the British administration as such. In many 
ways the British have tried to stop it, although it has been a losing battle. 
But it is a criticism of the whole way the German problem has been treated. 

There is no use disguising the fact that the Potsdam agreement as a whole 
may break down. The Americans, who ev idently wish to leave Germany soon, 
have started the break with their refusal to strip industry for reparations 
following the failure to achieve any agreement on a unified import and export 
plan for the country as a whole. We must face the possibility, therefore, that 
Germany may be split into its four zones, and treated as four countries, for a 
long time. For the British, that need not be a disaster. By encouragement 
of the Social Democratic Party, politically, and by a refusal to continue this 
industrial dismemberment, economically, the British zone could be made a 
reasonably contented and self-supporting country. That might in the end 
prove the best solution from our own particular viewpoint. 
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Pay-As-You-Earn Reform 
By G. A. Bauer 


AY-AS-YOU-EARN has now entered its third year. Its cumbersome 

machinery is still with us, substantially unaltered, and the Chancellor 

has admitted that a ‘‘ speedy examination ”’ of the system is desirable. 
Yet few seem to realise how bad the tax really is. 

At present, tax offices all over the country are in a desperate position. 
Despite a large addition to their staff, the personal assessments are about two 
years in arrear and even the acknowledgement of repayment claims may take 
several months. But the trouble will only begin when the Inspectors have 
caught up with their work. Taxpayers are heading for a shock when they will 
be informed that, in addition to the deductions already made, there will be a 
further tax liability. This may amount to £4 Is. od. for each of the two years 
ending April 5, 1945 and 1946, and may be as high as £7 gs. 7d. for the current 
year. There will, in some cases, be further exceptional adjustments. 

Can there be any justification for the present cumulative system if the tax 
collected is so widely off the mark ? The machinery involves the computing, 
setting and printing of approximately 18,000 different pages of tax tables, their 
distribution and their continuous use. This year, as a result of the change in 
the earned income allowance, there will be twice that number of pages. But 
what are the alternatives? The old basis of tax deductions would no longer 
be acceptable. It is evidently desirable that the weekly tax should vary with 
the weekly pay. Yet, if deductions are based on the weekly income, while 
the tax liability is determined with reference to yearly earnings, some system 
must be found which would relate the two without necessitating continuous 
recourse to elaborate weekly cumulative tables and, at the same time, keep 
the yearly totals reasonably accurate. The present system satisfies neither 
and would only fit in with our second requirement if the tables could be 
extended to about ten times their present size. 

The annual tax assessments are doubly progressive. First, the tax is not 
proportionate to income, but only to the income over a certain tax-free limit ; 
consequently, even while the tax rate remains constant, the tax liability 
forms a growing proportion of the income as the latter increases. Secondly, 
the rate of tax itself changes as the income reaches certain limits ; this makes 
the proportion of tax to income grow even faster though this growth is rather 
jerky at present. It is this progression and the jerks which complicate the 
problem of P.A.Y.E., for if the annual graduated scale were applied on a weekly 
basis, a person earning £4 and £6 in alternative weeks would pay more tax 
than another earning a steady £5 throughout the year. The graduations must, 
therefore, be applied for longer periods and perhaps the present one-year period 
is an acceptable compromise. 

The following table sets out the present tax on earned incomes before 
sur-tax is reached for the first 45 Codes, calculated on the new earned income 
allowance of one-eighth which will only come into force after September. 
As a result of this allowance, the effective rates of the 3, 6 and 9 shilling scales 
will only be 2s. 74d., 5s. 3d. and 7s. 10}d. respectively ; the range in which 
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each rate operates is widened ; and the ceiling of the earned income allowance 
is lowered from {1,500 to £1,200. 


Income Tax on Earned Incomes 
Under £2,000 a Year, 1946/47 


(1) (2) (3) (4) (5) (6) 
YEARLY EARNED INCOME TAXED AT 
2s. 74d. in £ 


from 
Code taxexemption 5s. 3d. in £ 7s. rofd.in £ gs. od. in / 
Number Allowances limit) from from 
£ ‘ s £ &. £ &. 
I o I 57 3 142 17 from 
2 I-20 22 19 80 o 165 14 £1,200 
3 21-40 45 14 102 17 188 II to 
4 41-60 68 11 125 14 211 9 £2,000 
5 61-75 85 14 142 17 228 II for 
6 76-85 97 3 154 6 240 O all 
7 86-90 102 17 160 oO 245 14 Code 
8 91-95 108 II 165 14 251 9 Numbers 
9 96-100 114 6 r7I 9 257 3 
10 1OI-105 120 0 ry 3 262 17 
(a) ‘< 106-110 125 14 182 17 268 11 
12 III-115 131 9 188 II 274 © 
13 116-120 137 3 194 6 280 oO 
14 I21-125 542. 27 200 oO 285 14 
15 126-130 148 11 205 14 291 9 
16 131-135 154 6 21t 9 297 3 
17 136-140 160 oO 2iz7 3 302 17 
18 141-150 171 9 228 11 314 6 
19 151-160 182 17 240 O 325 14 
20 161-165 188 11 245 14 331 9 
21 166-170 194 6 251 9 337 3 
22 171-175 200 oO 257 3 342 17 
(b) {> 176-180 205 14 262 17 348 11 
24 181-185 agi 69 268 11 354 6 
25 186-190 217 3 274 6 360 Oo 
26 191-195 222 37 280 oO 305 14 
27 196—200 228 II 285 14 371 9 
28 201-205 234 6 291 9 377.6 C3 
29 206-210 240 O 297 3 382 17 
30 211-215 245 14 302 17 388 11 
31 216-220 251 9 308 11 394 6 
2 221-22! 257 3 314 6 400 O 
{ 33 226-230 262 17 320 0 405 14 
(c) 34 231-235 268 11 325 14 411 9 
35 230-240 274 6 331 9 417 3 
30 241-245 280 oO 337 3 422 17 
37 246-250 285 14 342 17 428 I1 
38 251-255 291 9 348 II 434 6 
39 250-2600 297 3 354 © 449 0 
40 261-265 302 17 360 oO 445 14 
4! 266-270 308 II 365 14 451 9 
42 271-275 314 6 371 9 457 3 
{ 43 276-280 320 Oo 377 3 462 17 
(d) 44 281-285 325 14 382 17 468 II 


45 286-290 331 9 388 11 474 6 


Total tax for range (3)-(4) = £7 10s. od; for range (4)-(5) = £22 10s. od; at reduced rates £30 
(a) average single taxpayer; (b) average married man, no children; (c) do., one child; (d) do., 
two children. 

The above table clearly illustrates yet another great fault of the present 
system. If reference to the yearly tax graduation is introduced weekly, the 
rate of the tax would show excessive fluctuations. This would be in addition 
to the few odd shillings which the extremely rough grading of the tables 
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produces and which generally even out over a period. In fact, £1 increase in 
cana or wages may result in an increase of tax between 2 or 3 shillings in 
one case, its double in anothe1 case, o1 even its triple ; all this between tax- 
payers with the same incomes, or the same Codes or even the same taxpayer in 
different weeks. 

Here is a simple illustration. A married man with no children, earning £4 
a week for the first ten weeks duiing the present fiscal year and {6 a week 
afterwards, would pay the following P.A.Y.E. tax. 


Weekly Pay Weeks Tax Weekly Pay Weeks Tax 
fad cs 
I-7 Brought forward I 


8 £- 
Io 
LI 
[2 
13 
| 14 
4 15 


| 16 


L 17 
————— so on) 


Tax for first 17 weeks ¢ Total tax for 26 weeks £5 4 0 
' 


NNNNNN WN 
Ok wna OO 
Doo MDOnu aD 


(and 





It will be noted that his income after Week I0 remains at a steady figure of 
£6 but the graduation in the tax will not be felt until after Week 20. 

The effects of the graduation on increases in earnings have been widely 
discussed in connection with tax on overtime. A suggestion put forward 
recently was intended to solve the discouraging effect of progressive taxation. 
It was proposed that the taxpayer’s rate should remain steady during the year 
and that this rate should be based on his average rate of tax during the preced- 
ing year. This scheme would ensure steady tax deductions, varying in 
pioportion to changes in incomes but it would entail a variety of 1ates. If 
eve ry individual's tax rate were a different fraction of the £ the administration 
of the plan would be cumbersome and calculations confusing. 

All these considerations point to one possible solution, namely, a flat rate 
of tax would be the same for all taxpayers in the same class and would be 
constant for the same taxpayer throughout the year. This would make the 
weekly calculations exceedingly simple for no cumulative totals would be 
required. It would remove the arbitrary character of the tax deductions, 
for every taxpayer would understand how his pay packet was made up. He 
would also be able to estimate accurately his expected net earnings before 
deciding to work overtime. In fact, this scheme would satisfy the four classical 
canons of taxation (the present system satisfies none) : it would be inexpensive, 
certain, convenient and fair.. For the assessments of to-day may be fair in 
their ultimate effect but the direct impact of P.A.Y.E. creates a feeling of 
injustice and antagonism and, after all, to create a sense of fairness is just as 
important as to be “ fair ’’’ in the theoretical sense. 

But the question of graduation remains. The taxpayer is primarily 
concerned with his weekly tax deductions and yet the Inland Revenue keep 
their eye firmly fixed on the yearly tax and its effect on the distribution of 
incomes. Our suggested solution takes the taxpayer’s pre-occupation fully 
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into account, and now the distributive aspect will also have to be faced. Ifa 
flat rate of tax is payable on all incomes over a predetermined figure, how can 
this simple progression be turned into a doubly progressive tax ? The Economist 
suggested the introduction of the sur-tax machinery to collect additional 
taxes on incomes over £500 a year; this would result in considerable delay in 
the collection of tax on two million taxable incomes and must, therefore, 
be turned down. 

The only possible solution seems to be to incorporate the principle of gradua- 
tion in the taxpayer's allowances. Tax would tnen be paid at the full rate (less 
earned income allowance where applicable) on all incomes over a certain tax 
exempt limit which would be calculated in such way that it would give the 

taxpayer full relief for the graduation he is entitled to. This relief would be 

calculated on the income of the preceding year or some shorter period and would 
be stated exactly, to the.nearest shilling or penny. If the basis of the assess- 
ments could be altered in order to base the reduced rate relief on the earnings 
of the previous year, the tax deduction under this simple scheme would be 
accurate and final. There would be no more tax to pay after the end of the 
fiscal year for the assessments and the deductions would be identical. 

If the basis of the assessments is left in its present form, the above scheme 
would still appear to be a good solution. The tax would be accurate where the 
income for the year does not differ substantially from that of the previous 
year and even cases of extreme fluctuations would leave the tax correct except 
between the reduced rate limits. Here, if changes in the rate of earnings are 
violent as compared with the previous year, the cumulative pay could be worked 
out (say) every 13 weeks and an adjustment of the exemption limit made 
accordingly. It should be noted that even in these extreme cases the under- 
or over-deduction which would have to be rectified during the quarter can in 
no circumstances exceed {2 10s. od. and would in the great majority of cases 
be 2z/. This is a gieat improvement on the present haphazard Coding system 
which has a margin of e1ror so great that assessments and tax deductions only 
agree as a matter of luck. 

Something can be said for having a tax exemption limit which can be 
adjusted during the year, if even only to a limited extent. Unless each tax- 
payer is prov ided with a book of tax vouchers to cover his weekly allowances, 
some form of tax-free income limit is bound to exist in our present tax structure. 
There would, therefore, always be some inducement to earn just sufficient not 
to get into “tax trouble’’. If, on the other hand, the worker feels that if 
he suddenly reduces his earnings through absenteeism or by other means, 
his exemption limit may be lowered in the next quarter to catch up with him, 
this may perhaps be as good a deterrent as one can think of. 

The ideal solution would be a slight change in the basis of the assessments, 
as suggested above. To calculate the tax with the help of one single ready- 
reckoner only is an immense advantage and would justify some ‘departure 
from the old assessments which were never intended to suit a system of fluctuat- 
ing weekly deductions. If the reduced rate relief would be based on some 
preceding period, the margin of error could be reduced to nil in an almost 
childishly simple system and the tax would regain its proverbial certainty. 
There can really be no reason why P.A.Y.E. in its present form should survive 


yet another year. 
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Legal Decisions, 1925-1945 (ii) 
(By a Lecturer in Banking) 


ONTINUING the review of decisions affecting the Collecting Banker, an 
(CC important collection case was Reckitt v. Midland Bank (1933). It raised in 

an acute form the dangers to a bank arising from the misuse of its powers 
by a procuration holder, as well as other points of interest. 

Reckitt was a wealthy man who appointed a solicitor, Lord Terrington, to 
sign cheques as his attorney “ without restriction.”” The appointment was 
contained in a widely-drawn power of attorney which closed with a statement 
whereby the principal “ ratifies and confirms and agrees to ratify and confirm 
whatsoever the attorney shall do or purport to do by virtue of these presents.” 
Terrington was the sole member of Woodhouse and Co., solicitors, a firm which 
maintained a No. ri account and a No. 2 account with the Midland Bank, the 
former being used almost exclusively for meeting Terrington’s private expendi- 
ture, while No. 2 was apparently the business account. During the material 
years, 1922 to 1926, No. I account was, except for a short interval, always 
overdrawn ; No. 2 account was throughout, except for a short interval, in 
credit. The net balance varied from time to time, sometimes being credit and 
sometimes debit, and the bank took a letter of set-off from Terrington, although 
they never seemed very happy about its practical value. 

When the story opened, in January, 1922, there had apparently already 
been trouble, for at an interview which then took place Terrington promised to 
keep the overdraft of No. 1 account much lower in future and asked to be 
notified should the figure grow large. During the following two years Terrington 
received several such notifications and in February, 1924, he for the first time 
responded to the bank’s pressure by paying to the No. I account a cheque 
drawn by him on Barclay’s Bank as attorney for Reckitt. During the follow- 
ing six weeks there were four other similar demands from his bank and he met 
all of them by improperly drawing on Reckitt’s account. Thereafter, over the 
next two years, there were further frauds of the same nature. Then Reckitt 
belatedly discovered what had been happening and brought an action for 
conversion against the Midland Bank in respect of 15 cheques (13 of them 
crossed) amounting in all to £17,890. The bank relied upon S.82 of the Bills 
of Exchange Act, 1882 ; and as to two of the cheques, they claimed to be holders 
in due course. Rowlatt, J., decided in favour of the bank on the issue of 
negligence ; the Court of Appeal decided against the bank in the case of all the 
cheques except for two where the circumstances were somewhat different from 
the rest; and the House of Lords unanimously affirmed this reversal of 
Rowlatt, J.’s decision. 

In his judgment, Lord Atkin made the following points :— (1) The bank 
never asked for or saw the document containing the power of attorney ; but 
in no case could the agent be assumed to have authority to pay his own debts 
with his principal’s money. The ratification clause, on which the bank partly 
relied in their pleadings, could only be available to someone who was aware of 
it and acted on the strength of it ; (2) Terrington was applying the cheques in 
reduction of his private overdraft. The bank knew that he was doing so, for 
it was at their repeated request that he made the payments. There was notice 
in the form of the cheque that the money was Reckitt’s. The bank were 
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negligent in making no enquiry as to Terrington’s authority to apply his 
principal’s money in such a manner; had they enquired, the course of the 
frauds would very likely have been cut short ; (3) to make matters clearer, 
$.25 of the Bills of Exchange Act, 1882, e xpressly provides that “ a signature by 
procuration operates as notice that the agent has but a limited authority to 
sign, and the principal is only bound by such signature if the agent in so signing 
was acting within the actual limits of his authority.”” The operation of this 
section did not cease once the bill had been honoured ; it lived on and could 
be used to prevent a holder who had obtained payment from retaining the 
proceeds ; (4) some of the later cheques had not been paid in as a result of 
pressure by the bank, but the bank’s position had been radically affected by 
the transactions of 1924, and the notice and neglig rence then found to have 
existed had to be taken into account when considering subsequent transactions ; 
(5) two of the cheques were not crossed, and as regards these the bank claimed 
to be holders in due course to the extent of the overdraft existing when they 
vere paid in. The bank were certainly holders for value to that extent but the 
notice of defect of title already referred to defeated their right to be considered 
is holders in due course. 
It is worth noting that when the case came before the Court of Appeal a 
suggestion was made that the bank had been “ lulled to sleep “ by the long- 
continued silence of Reckitt. This plea had been used with good effect in 


Morison v. London County and Westminster Bank (1914), but the Court of 
Appeal took the opportunity provided by the present case to stigmatise it as 
bad law. Students should also note a the Reckitt case was decided prior to 
the passing of the Solicitors Act, 1933. The rules made by the Law Society 


under that Act prescribe that a solicitor shall keep clients’ money in a clearly 
designated account, while S.8(2) of the Act provides that a bank shall not have 
a right of set-off, etc., against such moneys in respect of any liability of the 
solicitor to the bank. It is nevertheless still possible for a solicitor to cover an 
overdraft on his private account by a transfer from clients’ account, for the 
need of such transfers must frequently arise in the ordinary course of business. 
A banker is safe in allowing these transfers provided he has no reason for 
suspicion—but pressing for the repayment of an advance and then accepting 
a draft drawn on clients’ account would amount to a deliberate shutting of the 
eyes to a suspicious circumstance. 

While we are dealing with solicitors and their clients’ accounts, it is worth 
while mentioning a case which seems to have escaped the eagle eye of the 
Institute Journal—Permanent Estates, Ltd. v. National Provincial Bank, Ltd- 
(Solicitors’ Journal, 15.12.1945). Here, a solicitor paid into his clients 
account certain crossed cheques bearing a forged endorsement. The true owner 
brought an action against the bank and the trial judge laid down the following 
‘ standard of care ” where solicitors pay in cheques to clients’ account payable 
to third parties: ‘‘ Here the bank’s customer was a solicitor, although there 
was reason to believe that he was not a very reputable one. It was natural 
that he should be paying in to a clients’ account the money of people other 
than himself, and he had presented the cheques himself personally. In the 
light of after events, Addis’s explanations might sound improbable, but . 
bank officials exercising their duties under $.82 . . . had not to be abnormally 


suspicious. ’’ 
The Reckitt case dealt with the class of case where an agent is empowered 
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to sign on behalf of his principal. The case of Alexander Stewart and Son, Ltd. 

Westminster Bank, Ltd. (1926), was concerned with the sub-class where, to 
the Man in the Street, agent and principal seem really one—in other words, it 
was a variant of the Underwood case. 

This case, apart from its “ decisions ’’ value, should be studied by every 
bank official who has to deal with a valuable customer who appears set on 
conducting his affairs in what might be described as an unusual way. Sir John 
Stewart, a “ whisky millionaire,’’ maintained a valuable account with the 
Westminster Bank in the name of Alexander Stewart and Son, a partnership. 
In due course, he formed a company called ‘‘ Alexander Stewart and Son of 
Dundee, Ltd.’’ of which he held virtually all the shares, but he continued to 
maintain an account with the defendants in the partnership name. Into this 
old account he paid cheques drawn in favour of the limited company, these 
cheques being endorsed by Stewart on behalf of the company. On Stewart’s 
death, it was found that he had used the proceeds of these cheques for his own 
purposes, and the company’s liquidators brought an action for conversion 
against the bank. The facts were such that the bank could show that they were 
holders for value—the point was, were they holders in due course and thus safe 
against the whole world ? The cheques in question were endorsed “‘ for and on 
behalf of ’’ the company and not “ by procuration’”’ or “ per pro.” In the 
lower court it was held that to such cheques Section 25 (see Reckitt case) did 
not apply, particularly as the signature was on behalf of a limited company, 
which by its nature could not sign otherwise than through an agent. The judge 
went on to cite the classic case of Royal British Bank v. Turquand to show that 
if a company gave authority to one of its officers to sign on its behalf, persons 
dealing with the company could not be expected to enquire how far that 
authority extended. He therefore found against the company’s liquidators, 
who appealed. The Court of Appeal reve rsed the decision given in favour of 
the bank. Rowlatt, J., in the court below, had held that though Sir John 
Stewart had authority to deal with the cheques, he had no authority to deal 
with them in the way he had done, and his decision that the bank was protected 
depended entirely on his ruling that the bank was a holder in due course. Lord 
Justice Bankes, and the other members of the Court of Appeal, overruled this 
decision on the grounds that by Section 24 of the Bills of Exchange Act, 1882 
(another “‘ per pro”’ section), the signature was wholly inoperative, being 
worthless. The defendants, before they could succeed, must show that Sir John 
Stewart had ostensible authority to endorse the cheques. 

This judgment affords an example of the danger of treating an individual 
as if he were a “‘ company ”’ and, narrowing it down, the difficulty of dealing 
with an important customer who maybe diverting other people’s money to his 
own illegitimate uses. To any questions based on this and the Underwood case, 
the examination candidate may be provided with a suitable theoretical answer, 
but he will be wise to mention the difficulties that may arise in practice. 

The next case worth considering is Worshipful Company of Carpenters v. 
British Mutual Banking Co. (1937). Three important questions came up for 
decision : (1) If a bank were the paying bank as well as the collecting bank, 
could it shelter behind Section 60 when it found that Section 82 gave it no 
protection ? (2) If Section 60, in turn, should prove a broken reed, could 
Section 19 of the Stamp Act, 1853, be invoked ? (3) If a bank acts negligently, 
can it still claim that it is acting in “ the ordinary course of business’ ? In 
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addition, the “‘ lulling to sleep ’”’ doctrine of the Morison case reared its some- 
what battered head, only to be struck down yet again. 

The Carpenters’ Company employed one Blackborrow, who also acted as 
the secretary of a charitable Institution the expenses of which were met by the 
Company. From time to time, money became due from the Company to trades- 
men supplying goods to the Institution and it was Blackborrow’s duty to 
obtain cheques from the C ompany to discharge these debts. The Company kept 
an account with the defendant bank for the purposes of the Institution, and 
cheques drawn on that account required the signatures of the Master and 
Warden and the counter-signature of the secretary. 

In 1920 Blackborrow began to steal the cheques, forging the endorsements, 
and pay them to an account in his own name with the defendants. In early 
cases, he explained that he had already settled with the beneficiaries out of his 
own pocket and was therefore entitled to the cheques. These frauds continued 
for 15 years, and as the writ was issued in April, 1936, claims relating to cheques 
prior to April, 1930, were statute-barred. The remaining cheques amounted to 
about £2,000 and were all crossed. 

The bank’s defence was that it was merely the paying bank and, as such, 
was protected by Section 60 of the Bills of Exchange Act, 1882. Even if Section 
60 did not avail, there was still Section 19 of the 1853 Stamp Act which pro- 
tected paying bankers who cashed orders drawn upon them and which did not 
limit protection to “ ordinary course of business ”’ transactions. 

Branson, J., decided in favour of the bank, whereupon the Carpenters’ 
Company appealed. The Court of Appeal, by a majority, reversed the decision 
of the lower court. Greer, L. J., in his judgment, said that even if the bank 
acted both in the capacity of collecting bank and paying bank it must be held 
liable for conversion unless it could bring itself within the protection of Section 
82. Section 60 only protected a bank when that bank was in fact a paying 
bank only. Nor was it any use for the defendants to say that the frauds had 
been allowed by the plaintiffs to go on year after year, for each transaction 
should have been judged on the facts relating to that transaction. 

That really settled the case ; but his Lordship went on to say that in his 
opinion the defendants would still have been liable as the collecting bank had 
the cheques been cashed over the counter. Be that as it might, he held that 
when the bank received the cheques and passed them to Blackborrow’s private 
account they were guilty of negligence ; and the bank if it had acted negligently, 
could not be heard to say that it was acting “ in the ordinary course of business ”’ 
within the meaning of Section 60. As to the support invoked under the pro- 
visions of Section 19 of the Stamp Act, 1853, these must be treated as incon- 
sistent, so far as cheques were concerned, with the later provisions of the Bills 
of Exchange Act. 

Slesser, L. J., agreed in reversing Branson, J.’s decision but went on to 
say: ‘‘ Negligence does not necessarily preclude the protection of Section 60 

. Branson, J., points out in his judgment . . . that there was nothing in the 
steps taken by the bank in the present case which was not in the ordinary course 
of business, and I agree with him . . . It follows that the banker as payer is to 
be deemed to have paid the bill in due course...” 

The writer considers that this opinion of Lord Justice Slesser’s is the correct 
interpretation of “‘in the ordinary course of business’ for the purpose of 
Section 60. 
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Canada’s Post-War Economy 
By H. Dargan Roberts 


OR Canada, as for most other nations, the significance of the year 1945 
was that the cessation of hostilities confronted her with formidable 
problems of reconversion to a peace-time economy. As far back as last 
April the Liberal Ministry of Mr. McKenzie King had submitted to Parliament 
White Paper in which the aim of the Government was declared to be the 
provision, in the initial period, of nearly one million more peace-time jobs 
than were available in 1939. That was the figure which it was estimated 
would ensure full employment, and doubtless it was implied that the standard 
of living would be restored at least to its pre-war level. 

Among many useful plans which it was hoped would lead to the attainment 
of this goal, perhaps the greatest emphasis was placed on the encouragement 
of exports, the target for “whic h was set at about $1,750 millions per annum. 
This figure is 60 per cent. higher in value than pre-war, but as in terms of 
volume it is an increase of only 15 per cent., it is not an unreasonable aspiration 
if one takes into account the great expansion of secondary industries which 
has occurred during the war. 

Canadian commerce, however, faces a serious dilemma. The bulk of 
the normal pre-war trade lay with the United Kingdom and the United States, 
in roughly equal proportions. But whereas there was a heavy excess of 
exports, mainly of agricultural produce to Britain, the balance with the United 
States was a debtor one. A triangular relationship thus existed, and at the 
present moment many Canadians must be wondering what their country’s 
position will be if Congress fails to ratify ‘the United States loan to Britain. 
Are there to be sterling and dollar blocs? If so, to which should Canada 
belong ? Or should she strive to retain a foot in either camp ? 

Whatever the outcome, it is apparent that Canada’s hopes are based on 
co-operation in international trade, and in January last year this was recognized 
in a significant official declaration: “‘ The Fede1al Government, realizing 
that a changed economic situation, particularly in regard to trade relations 
with Britain, makes it necessary to take imports in payment for exports, has 
decided to establish an Import Division in the Department of Trade and 
Commerce. Its objective will be to encourage imports, especially from 
Britain, into Canada after the war, and our Trade Commissioners in the 
United Kingdom and in other countries, who in the past have concentrated 
their energies upon securing markets for our exports, will now be instructed 
also to promote the flow of imports.” 

In December the Prime Minister went further and said that Canada warmly 
welcomed the initiative by the United States for a general international trade 
conference in the course of 1946, with the object of restoring world trading 
economy on the fullest and freest possible basis. The Bretton Woods Agree- 
ment has also been ratified by the Canadian Parliament. 

It must not be supposed, however, that the realization of freer trade will 
of itself bring full employment and a satisfactory standard of living. In the 
long run it will be to the advantage of all participants, but first national price 
and wage structures will have to be integrated into a homogeneous system. 
Every reduction of trade barriers will tend to expose hitherto protected 
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industries to lower-cost competition. To meet this there must be adjustments 
either of rates of exchange or of costs. It may mean the elimination of 
inefficient producers. It is a prospect which all adherents to the Bretton 
Woods Agreement must be prepared to face, and the outcome of which for 
any particular country it is impossible to foresee. 

Meanwhile, Canada is making an important contribution to the restoration 
of international trade, through the recently agreed loan to the United Kingdom. 
The purpose of the credit is “‘ to facilitate purchases by the United Kingdom 
of goods and services in Canada and to assist in making it possible for the 
United Kingdom to meet transitional post-war deficits in its current balance of 
payments, to maintain adequate reserves of gold and dollars, and to assume 
the obligations of multilateral trade.”’ 

The total amount of the credit is one and a quarter billion dollars, repayable 
in fifty annual instalments beginning on December 31, 1951. Interest will be 
at the rate of 2 per cent. per annum, but the first payment will be in respect of 
the balance as at the end of 1951. Provision is made for a waiver of interest 
claims in bad years. A very generous final settlement of Britain’s liabilities 
under Mutual Aid and in respect of the British Commonwealth Air Training 
Plan has been made. Both parties undertake, in the event of exchange controls 
and quantitative import restrictions, to accord to the other treatment not less 
favourable than to any other country. The whole agreement is contingent 
upon ratification of the United States loan to Brifain. 

This is a fitting climax to Canada’s great war effort and her generous 
gestures towards Britain. With a population of some twelve million persons, 
her total expenditure for war purposes was much in excess of fifteen billion 
dollars. Under Mutual Aid she provided nearly two and one-half billion 
dollars’ worth of goods and services, of which the bulk was for the benefit of 
the United Kingdom. These figures exclude a gift to Britain of one billion 
dollars, and an interest-free loan of seven hundred million dollars, besides 
generous help in other directions. 

This prodigious effort has had a marked effect upon Canada’s finances. 
About one-half of the cost of the war has been financed out of current taxation, 
and half out of loans. The Direct Funded Debt has, in fact, increased from 
approximately three and one-half billion dollars at the end of 1939 to over 
fifteen billion dollars on May 31, 1945. War savings certificates and Treasury 
bills alike have played but a small part in war-time finance, and funds have 
been raised principally by a series of Victory Loans. There has been no “ tap ”’ 
issue of bonds, as in this country. Instead, therefore, of a steady flow of funds 
into Government coffers, the motion has been spasmodic, and reference is 
made later to its effects on the banking situation. The debt is almost entirely 
internal, and during the war the interest burden has declined from 33 per cent. 
to 24 per cent. per annum. 

This decline in interest rates has been most rapid during the last six months. 
The yield on long-term Government Bonds, after remaining in the neighbour- 
hood of 3 per cent. throughout the greater part of 1945, dropped to 2.95 per 
cent. in November and reached 2.55 per cent. in March of this year. The 
fall is thus at least as marked as in the United Kingdom during the same 
period, and more so than in the United States (although in that country the 
long-term rate in March was only 2.04 per cent.). The Bank of Canada and the 
Chartered Banks returns indicate moderate increases in their holdings of 
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various Government securities, while an all-round investment pressure has 
been reinforced by considerable demands from the United States, doubtless 
to take advantage of the better yield. 

In the Budget for the fiscal year ending on March 31, 1946, the Finance 
Minister, in pursuance of the Government’s policy of encouraging private 
enterprise, was able to introduce certain modest tax concessions. Amongst 
others, Excess Profits Tax was lowered from 100 to 60 per cent., and Personal 
Income Tax by 16 per cent., as from October 1 last. 

There must for some time to come be uncertainty about future budgetary 
policy, owing to a number of conflicting factors. In spite of the desire to 
stimulate trade by further tax reductions, and the obligations in respect of the 
refundable portion of taxes collected in the past (similar to our own post-war 
credits), the risk of inflation makes caution necessary until the stock of 
consumer goods has been augmented. It is also necessary to weigh the cost of 
any social security measures which may be introduced, such as old age pensions, 
health insurance, and family allowances. 

At one time during the year there were persistent rumours of an intention 
to devalue the Canadian dollar, but these were set at rest by the Minister of 
Finance. Between February, 1944, and August, 1945, the reserve of the Bank 
of Canada rose from negligible proportions to one hundred and seventy-six 
million dollars. Much of this may be attributed to United States purchases 
of Canadian securities. It is difficult to draw any conclusions about the 
Canadian balance of payments owing to the impossibility of separating exports 
for war purposes from normal exports. 

In Table I statistics are reproduced relating to the Bank of Canada. The 
principal points which attract attention are the laige increases in the active 
note circulation and in the holdings of Government securities. The latter 
now form almost the entire assets. 

The chartered banks’ figures are interesting, and are presented in some 
detail in Table II. Deposits show an expansion over the war period of about 
95 per cent., which compares with approximately the same figuie for the 
United Kingdom and 120 per cent. for the United States over the same six 
years. The rate of growth has accelerated in the last two years, especially in 
notice deposits. The incidence of the Sixth, Seventh and Eighth Victory 
Loans in May and November, 1944, and in May, 1945, is apparent, not only 
in the transfers from demand and notice to Government deposits, but in the 
increase of the banks’ own holdings of Government securities, and in the sharp 

rises in loans to the public. The volume of the last, however, taken over the 
whole period of the table, is remarkably steady, though they now form a 
much smaller proportion of the banks’ assets than before the war. 

The cost of living and wholesale price indices are given below, in conjunction 
with those of the United Kingdom and United States. 
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Cost of Living (1) Wholesale Prices (1) 
1935/1939 = 100 1926 = 100 7 
Year Canada U.K, U.S.A. Canada U.K. U.S.A 
1939 101 104 95 75 83 77 
1940 106 121 97 83 110 79 
194! 116 124 106 90 123 87 
1942 127 119 124 96 128 99 
1943 131 123 138 100 131 103 
1944 131 124 136 103 ° 134 104 
1945 133 126 140 103 136 106 


(1) Figures from Federal Reserve Bulletin, with base periods converted. 
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So far as Canada is concerned, the stability since 1943 has only been 
achieved by widespread control of labour, manufacture and distribution, 
and to some extent by subsidising essential imports, but in the annual report 
which the War Time Prices and Trade Board issued last May they declared 
their object to be the removal of price control at the earliest feasible moment, 
consistent with prevention of war-generated inflation. Since then certain 
of the subsidies and controls have been removed or reduced and prices have 
shown a slight upward movement. 

Industrial activity, which continued at a high level throughout the year 
1944, showed a steady decline throughout 1945, thanks to heavy reductions 
in the output of munitions, and the adaptation of industrial equipment to 
more peaceful purposes. According to the index of the Canadian Bank of 
Commerce, based on 1937 = 100, the figure fell from 224 in September, 1944, 
to 146 last January. Since then the index has been fairly stable, and with the 
reconversion programme well advanced, it is not unreasonable to anticipate 
an upward turn soon. This would probably have been already apparent 
but for the lack of certain raw materials, supplies of which have been hampered 
by strikes in the United States. The speed with which plant has been con- 
verted is matched by the rapidity of the redistribution of labour. In fact, 
late last year some unemployment was manifest, as soldiers were demobilized 
and war-workers discharged somewhat faster than they could be re-absorbed. 
\t present a number of unskilled men remain unemployed owing to lack of 
skilled workers for key positions, but this can be regarded as a temporary 
maladjustment which should soon right itself. Many industries are short of 
help, especially agriculture. 

There is a housing problem in Canada, but the Government solution is to 
give as much encouragement as possible to private enterprise. Under the 
National Housing Act of January, 1945, substantial loans on easy terms of 
repayment may be obtained on private dwellings. In November a Government 
measure was sanctioned, establishing a Central Mortgage and Housing 
Corporation with a capital of twenty-five million dollars. It will provide 
re-discount facilities, thus making for cheapness and liquidity of advances. 
The insurance companies are preparing to finance laige-scale construction of 
permanent houses at low rentals. 

Under the Farm Loans Improvement Act farmers may boirow up to three 
thousand dollars for various improvements, repayable up to ten years with 
interest at 5 per cent. per annum. The maximum amount of the loans is at 
present fixed at two hundred and fifty million dollars, and the lending bank is 
guaranteed by the Government up to 10 per cent. of each loan. 

On the whole, Canada appears to be making good progress towards her 
objective. Upon her already ample physical resources the war has imposed a 
greatly expanded industrial capacity. Under a strong and enlightened 
Government, liberal in fact as well as in name, she is free from the serious 
industrial unrest which menaces the recovery of the United States. In these 
difficult times complacency would be foolish, but at least Canada is facing the 
future with intelligence and resolution, and in the knowledge that she is setting 
her affairs in order so far as lies within her power. 
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American Commercial Policy 
By F. E. Daniels 


ECENT reports from Washington suggest that as these notes are read, 
R tte British loan proposals of the American Administration will be within 

sight of Congressional approval. On such major issues, progress through 
the various Congressional committees is, to outside observers, a slow and 
irritating process. Nevertheless, it now seems probable that the initial plans 
will pass without radical revision, and that in consequence, the nations of the 
world most actively engaged in international trade may formulate plans upon 
the broad foundation of Anglo-American agreement. 

Any full examination of American trade proposals, however, can hardly 
fail to leave a very mixed impression. It is always possible, of course, to point 
to weaknesses and inconsistencies in the American trade pattern. Two out- 
standing issues of this type may be cited: first, the undue emphasis upon 
foreign loan mechanism as a long-term aid to domestic stability ; secondly, 
the inability of the Administration to command Congress in respect of longer- 
terms plans for the maintenance of full employment. Even so, it cannot be 
disputed that the Administration’s plans in themselves point the way to world 
expansion and prosperity. They begin with the primary recognition that the 
United States, as the main purchaser of industtial raw materials, holds the key 
to prosperity or depression for the primary producers, and indeed foi the trading 
world. 

In other words, the supply of dollars for the world must be raised not only 
to levels substantially higher than in the pre-war period, but must be kept 
reasonably stable at those levels. 

Control of the volatile U.S. economy which may well be expected to generate 
gross savings at an annual rate of some $30,000 millions, from a gross national 
output of roundly $180,000 millions, will not be an easy task. And it will be 
complicated by the pace of technological progress which has tended to render 
the U.S. far less reliant than in former years upon specific imports, such as 
natural rubber and natural silk. 

Nevertheless, the U.S. Administiation stands pledged to this task. Ex- 
perience is a hard master, and even the most fervent advocates of the old 
Hawley-Smoot tariff have learned from the disasters of the deflationary 
thirties. In its new programme, the Administration—while still without 
those powers which outside observers hold to be indispensable for emergency 
treatment—is fortified by the knowledge that both political parties were at 
the last Presidential election compelled to acknowledge the inevitability of 
Federal intervention in times of depression. 

Sharp swings in industrial activity can scarcely be remedied overnight. 
But the overwhe Iming strength of the Administration’s case lies in the general 
recognition that America simply cannot afford to face the political and social 
upheavals inseparable from a return to the deflationary spirals of earlier years. 

The employment problem in the United States is by no means solved. To 
an extent, the current pressure of organised labour for a material reduction 
of the working week may itself provide relief. To some extent, also, the 
redistribution of income through fiscal reform may well assist the process of 
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stabilising employment. But it does seem necessary to stress that influential 
observers in the U.S. are pressing their claims of foreign investment in a manner 
which scarcely seems to be in accordance with political and economic reality. 

While the world is clamouting for relief, reconstruction, and development 
loans, the demand for American capital abroad will continue at high levels. 
Even this, however, demands a planning mechanism, coupled with the recog 
nition that full-scale industrialisation must wait upon such facilities as power 
and transport, and a skilled labour supply. 

It is, however, in the longer-term that the issue of foreign lending begins to 
raise acute problems. The relief of an active balance on current account 
(estimated by Commerce Department experts at as high a level as $3,000 
millions yearly) would ceitainly cause some longer-term disturbance when 
viewed against the perspective of the past years. 

In the eyes of the Bretton Woods and loan critics, for example, it raises 
the issue of an America pursuing an export policy almost solely in terms of 
employment, and using every trade artifice, such as subsidies and “ tied ”’ 
loans. In their favour, the critics may argue that in times of depression 
unemployment may be a very compelling argument, especially in relation to 
a Congress united only by sectional pressures. Nevertheless, it is clear, also, 
that the Administration is fully aware that any such development means, in 
blunt language, the end of co-operation altogether. Against a U.S. determined 
to bludgeon her way by sheer economic force, the only possible rejoinder 
would be autarchy and imperial defence. 

In the immediate post-war era, at least, the U.S. can find a useful avenue 
for productive capacity in the relief and reconstruction loans which she alone 
is capable of providing for the war-devastated and undeveloped areas alike. 
This process, reinforced by the backlog of industrial and consumer demand, 
will give her some time for fiscal adjustment. 

Within the pattern of an expanded foreign trade, it may be noted, the 
Commerce Department postulates exports valued at some $10,000 millions 
yearly and an increase in merchandise imports from a pre-war average of 
around $3,000 millions to more than $6,000 millions. (Both estimates, it may 
be noted, were made in terms of 1942 prices.) Most of the quantitative rise 
in imports thus predicted is attributed to enhanced industrial activity within 
the U.S., but quite a significant portion will be due to tariff revision. In this 
respect, also, the U.S. Government has pressed its case before Congress with 
forceful, yet persuasive, vigour. The result, which is all too often neglected 
here, is that with the 1945 Trade Agreements Act the Administration now 
possesses mandatory powers to lower tariffs by as much as 50 per cent. from 
prevailing levels—which means, in the case of many commodities and manu- 
factures, to only 25 per cent. of the old Hawley-Smoot levels. Such a reduction 
(and here the pattern of Imperial preference has given this country a bargaining 
weapon) would bring the general U.S. tariff level to that prevailing in 1913— 
the lowest in the record of the U.S. as an industrial power. 

Yet another welcome turn in U.S. commercial policy lies in the recognition 
that commodity disturbances need specialised rather than general treatment, 
and that action must differ not only in line with the particular problems attach- 
ing to various commodities, but also in line with the general economic pattern 
of the various producer countries. In the past, the U.S. has been guilty of 





AMERICAN COMMERCIAL POLICY 163 


placing major obstacles in the way of a sound commodity policy, notably 
through the heavy subsidy payments on the key items of wheat and cotton. 
It is in respect of such commodities that the Administration is particularly 
yulnerable to pressure from the Senate agrarian bloc which holds so much 
power over Congiess. Here again, however, the path to sanity has been 
indicated, and some progress has been made. Recognizing that it will be 
impossible to solve such problems overnight, the Government has proposed to 
American growers that assistance for cotton mechanisation, for example, 
shall be made contingent on some measure of crop diversification in the south. 
Similar proposals apply to wheat. 

To other producer States, the Administration is willing to give financial 
assistance for crop diversification, to continue marketing and control agree- 
ments while such policies are under way, and in general to pursue expansionist 
policies designed to correct maladjustments, while holding a stock-pile of 
strategic commodities that may be used equally well for contra-cylical action. 
And even a modest expansion in trading volume, throughout the world, could 
have a major effect on many commodity values. Despite all the necessary 
qualifications needed to interpret wartime experience in terms of peacetime 
conditions, there is certainly a moral to be drawn from the high consumption 
levels attained over many fields in the last few years. 

In sum, therefore, the U.S. proposals cover the widest possible range of 
action in international trade. Lend-lease debts have been settled on lines that 
certainly conform to the Charter pledge of terms calculated not to impose a 
burden upon the world commerce. The Anglo-American loan proposals them- 
selves hinge the debt service upon capacity to pay ; the U.S. stands committed 
to lower tariffs and full employment ; the Bretton Woods mechanism, whatever 
may be its defects, leads away from the deflationary path of the orthodox 
gold standard, and holds within its terms the control of capital movements, 
the renunciation of competitive exchange manoeuvres and discriminatory 
trade practices. 

The American Administration, in other words, has realized and recognized 
that, so overwhelming is the economic power of North America, that its external 
impact must be controlled and canalised to a degree never before necessary 
in the history of the trading world. Critics may still argue about the size 
and terms of the Ametican loan, and idealists may well contend that the whole 
pattern of loan, monetary and trade pacts does nothing to provide a world 
control of national purchasing power, with adequate powers for 1edistribution. 
But this is an idealistic conception which can scarcely apply in the workaday 
world of 1946, though, perhaps, none the less laudable on that account. At 
the same time, the benefits attaching to U.S. collaboration in an expansionist 
world are valued so highly that Bretton Woods and multilateral trade plans 
would be accepted in some quarters, in principle at all events, even without the 
relief afforded by an American loan—though they would admit that, in that 
event, the hard realities of Britain’s external problem would bring principle 
and practice into violent conflict. In any case, the political reaction to a 
negative loan vote in Congress would certainly preclude an impartial view of 
trade relationships. Yet it remains true that the economic and political future 
of the trading world will be bleak indeed without the full pattern of Anglo- 
American accord, and the establishment of an International Trading Organisa- 
tion. 
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Latin America’s Boom Continues 


By a Correspondent 


HE wartime boom in Latin America’s export trade has so far shown no 
T ens of a recession, while the supply of much-needed imported goods has 
not yet shown any marked improvement. In the result, the favourable 
trade balances continue to run at high levels, as will be seen from the following 
table of oversea trade of the three largest republics during the year 1945 
compared with 1944: 
IMPORTS EXPORTS EXPORT 
SURPLUS 
(c.i.f. market values) (f.0.b. values) 

1944 = 1945 1944 = 1945 1944 1945 

£m. £m. £m. £m. £m. £m. 

Argentina = < 59 68 139 146 80 78 

Brazil .. -s ds 100 108 134 152 34 44 

Chile* .. i eh 31 34 43 45 ' 12 11 

Values shown are approximate sterling equivalents. 
* Eleven months only. 

These large favourable trade balances mainly explain the remarkable 
growth of Latin America’s gold and foreign exchange reserves during the past 
few years. Thus, the Export-Import Bank of W ashington computes that the 
total of Latin America’s gold and dollar assets rose between December, 1938, 
and June, 1945, from the equivalent of U.S. $963 million to U.S. $3,652 
million. Internal inflation, however, stimulated by this increase in reserves, 
has been aggravated by the steep rise in the prices of consumer goods arising 
from the low level of imports, as well as by the increase in fiscal expenditure. 
Customs receipts are a principal source of Government revenue in Latin 
America, and the sharp fall therein because of the low level of imports helps 
to explain the existence of budgetary deficits coincident with the unprecedented 
increase in monetary income. The upward spiral of prices and wages has become 
increasingly in evidence accompanied, as is perhaps natural, by some social 
unrest among both the fixed-income and wage-earning classes. At the same 
time, Latin America has escaped the material devastation of the war; and 
as the inflationary trend arises from over-abundance of purchasing power, 
it has to be viewed in relation to similar but much more acute problems in 
other countries, especially those impoverished by hostilities. 

Between the end of 1939 and of 1945, Chile’s note circulation rose by 218 
per cent., that of Argentina by 159 per cent., and that of Brazil by 266 pei cent. 
Argentina’s note emission, however, is more than fully covered by gold and 
foreign exchange reserves, whilst similar reserves in Brazil rose over the period 
mentioned from 16 to 70 per cent. The Central Bank of Argentina, in the 1945 
issue of its usual valuable economic 1eview, makes comment which, by and 
large, is applicable also to the other principal South American countries. 
Argentina, it points out, has the capacity to play an important role as exporter 
of primary materials and foodstuffs which will contribute towards the allevia- 
tion of present sufferings and the rehabilitation of the devastated countries. 
The Report holds that the immediate objectives of Argentina’s monetary, 
financial and economic policy should be to arrest the process of inflation which 
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is the fundamental problem. A rapid increase in the supply of goods would 
be the most effective solution, but as this does not seem to be possible for the 
time being, it is necessary to reduce public expenditure. Inflation had been 
caused largely by the increase in the means of payment, brought about by the 
favourable balance of payments, but at the same time there had been a 
substantial decline in the quantity of goods available. The growth of public 
expenditure also increased the demand for goods, at a time when important 
purchases by the State reduced the quantity of goods which the people could 
buy. Because of high industrial wages as compared with agricultural wages, 
the movement of population from the country districts towards the towns 
had become more pronounced, thus accentuating the housing shortage. 

In both 1944 and 1945 the increase in the means of payment was due chiefly 
to the Argentine surplus on international account. Altogether, external and 
internal factors created new means of payment in 1945 amounting to 1,330 
million pesos, but as part of this became sterilized in savings deposits, the net 
increase was 949 millions. Argentina’s favourable balance of international 
payments in 1945 amounted to 1,175 million pesos, or 174 millions more than 
in 1944, and was the largest surplus yet recorded. Consequently, reserves of 
gold and foreign currencies, which had risen steadily since 1941 as a result of 
a succession of favourable balances, had increased still further, and holdings 
on 31st December, 1945, totalled 5,702 million pesos (approximately £340 
million), the highest figure ever reached. Argentina’s net favourable balance 
against the Sterling Area in 1945 was equal to about {£25 million against {26 
million in 1944, and the Central Bank referred to former recommendations 
that Argentina’s balance of sterling should be reduced and a limit placed upon 
the continual increase in such balance in order to avoid the indefinite accumula- 
tion of funds which could be used to make payments only within a particular 
monetary area. 

Because of the underlying economic strength of Argentina, general business 
has been but little effected by the decisive victory of the Labour Party in the 
recent Elections. Surprise, however, was caused by the sudden announcement 
at end-March of the nationalization of the Central Bank of Argentina, and, 
whilst it is thought in some circles that there might be some undisclosed motive 
for this action, emphatic denials have emanated from official quarters of 
intentions to devalue the nation’s gold holding. The Argentine authorities 
sought to justify their step by claiming that the economic policy of the State 
should harmonise with its monetary policy, and that the power of issuing notes, 
buying and selling gold, concentrating reserves in order to neutralize fluctua- 
tions affecting the value of money, regulating the supply of credit and of the 
means of payment, and performing other monetary functions, are essentially 
a duty of the State. Whilst the Argentine authorities cited the recent example 
of the British Government in nationalizing the Bank of England, it must be 
emphasized that the Argentine Central Bank had no private shareholders, the 
capital being divided as to 50 per cent. held by the Argentine Government 
and 50 per cent. by commercial banks. The latter, apparently, are to be bought 
out either in cash or in 2} per cent. Treasury bonds redeemable or convertible 
at par at any time. 

The inflationary trend of prices in Brazil has been aggravated by uneven 
distribution of goods throughout such a vast area by reason of deficient trans- 
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port. This matter is receiving primary attention, the Government having in 
hand plans for large-scale road and railway improvements and possessing a 
fund of about £54 million for their execution, but there has latterly been delay 
in imports of transport material from the U.S.A. consequent upon strikes in that 
country. The Minister of Finance has stated that it is part of the new Govern- 
ment’s economic programme to establish a Central Bank and a Rural Bank 
but that, whilst the creation of the former would bring better organization 
in the economic sphere, it could be undertaken only after the present financial 
situation has been improved. The Minister admitted that it was necessary 
to limit the country’s Budget deficits, to avoid further note issues, and to in- 
crease taxation. He added that the object of the new foreign exchange decree, 
issued at end-February, was to provide greater liberty in exchange transactions 
and to guarantee a remuneration on and the withdrawal of foreign capital. 
Brazil’s gold and foreign currency holdings should be used for essential importa- 
tion, such as producer goods rather than consumer goods, articles of utility 
rather than luxuries, and modern machinery instead of second-hand or obsolete 
machinery. In addition, it would be necessary to fulfil the obligations assumed 
at Bretton Woods and to earmark the sums required to form a monetary fund 
to maintain the stability of the cruzeiro. 

Obviously, the inflationary spiral in Brazil can be checked mainly by 
increasing the supply of consumer goods. To assist in this, the Government 
have taken important steps such as suspending import licences, prohibiting 
the export of locally-manufactured cotton textiles because of the shortage in 
internal markets, and modifying the exchange regulations. Brazilian importers 
should benefit from the increase from 70 to 80 per cent. in exchange allotted to 
the free maiket, whilst, with the reduction of the remittance tax from 5 to 3 
per cent., exchange should be cheaper to buy at the new sterling rate, including 
tax, of about Cr$81.00 per £ compared with Cr$82.84} previously. 

Chile’s large recorded favourable balance of trade is not fully eftective, 
inasmuch as the proceeds of copper and nitrate exports do not become available 
for the payment of imports. Inflation has been assisted by the continued 
Budget deficits and the steady upward trend in Government expenditure, 
which in the 1946 Budget is estimated af 5,192 million pesos compared with 
the 1938 figure of only 1,664 million pesos. National production has not kept 
pace with the steady increase in the media of payments, whilst the Central 

sank has repeatedly protested against the Government’s policy of obliging it 

to issue paper currency to provide capital for numerous official development 
projects. On the other hand, in view of Chile’s economic dependence upon 
copper exports (which it was thought would fall away after the war) much 
encouragement derives from the recent agreement with the U.S. Government 
whereby the latter will continue to purchase Chilean electrolytic copper at a 
price slightly above that paid under the previous contract. Moreover, the 
nitrate outlook is bright because of arrangements to sell the fertilizer to Egypt 
and other regions of the Sterling Area, which, incidentally, will result in a 
larger supply of exchange to pay for imports from that area. 

Export trade continues buoyant in the other countries, such as Peru and 
Uruguay, with exchange available to pay for much-needed imports as these 
become available. Indeed, it may be said that Latin America generally will 
be a seller’s market for some time to come and that there is widespread prefer- 
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ence for British goods and trading methods. Latin America’s large gold and 
foreign exchange reserves should act as a cushion during the difficult post-war 
transition period, and will facilitate participation in international monetary 
agreements such as Bretton Woods, to which most of the Republics—excepting 
at present, Argentina—have signified adherence. 

The commercial banking industry remains healthy and has participated 
in the increased internal business turnover. Discussing central banking 
systems in general, the U.S. Federal Reserve Bulletin recently pointed out 
that Latin America is very vulnerable to fluctuations in international trade 
and capital movements, particularly in view of the high degree of concentration 
of export trade in a very few products whose markets are particularly sensitive 
to the business cycle. This vulnerability makes the problem of monetary 
stability quite different from that faced by the economy of older and more 
diversified countries. Consequently, the monetary and central banking 
systems, which had developed mainly in the U.S.A. and which were trans- 
planted to many Latin American countries in the 1920’s, have proved too rigid 
to meet their particular needs. Changes in banking organization since the 
collapse of the gold standard in 1931 and during the wartime years have mostly 
been in the nature of emergency measures, and there appears to be a growing 
desire for a systematic overhauling of monetary and central banking systems. 


The French Five-Year Plan, 1946-50 
By Walter Hill 


RANCE now has a Five-Year Plan of industrial and agricultural 

modernization designed to lift the real national income by 25 per cent. 

over that of 1929 by 1950. Its conception was inspired by M. Jean 
Monnet, whose bold imagination and drive were revealed during his period of 
service with the British Purchasing Mission in Washington during a critical 
period of the war, and who is now head of the Planning Department attached 
to the offices of the French Prime Minister. 

At first sight the Plan does not seem to aim very high. An increase of 
25 per cent. in the wealth-producing capacity of a modern economy within 
21 years seems like a snail’s progress. 

In fact, the Plan is an ambitious one, for, as is shown in Table I the national 
income (estimated very tentatively) before the war, in 1938, was some 24 
per cent. smaller than in 1929. Throughout the thirties the volume of 
new investment in French industry and agriculture was extremely low, 
and existing capital equipment was not adequately maintained. As is shown 
in a Statistical Compendium prepared for the negotiations for a loan in 
Washington, an important reason for the low rate of new investment and 
replacement is the heavy expenditure of the French Government between the 
two wars on reconstruction and defence ; together these two items absorbed 
an average of 10 per cent. of the national income. But this is not the only 
reason. Another is that only part of the savings made during this period was 
invested in industrial and agricultural equipment and in new processes ; 
savings that should have been invested at home were turned into gold and 
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invested or held as balances abroad. It is this abstention from investment, 
caused by faulty economic and financial policy and by political instability, 
that goes a long way towards explaining why France never really recovered 
from the world economic depression of the early ’thirties. 

During the war the stock of French capital equipment deteriorated still 
further and suffered depletion through removal and war damage. According 
to the Statistical Compendium, expenditure on replacements, already too low 
before the war, was almost suspended during the occupation ; and, on balance, 
no new investment took place during this period. Moreover, the country 
has lost heavily in population. Military and civilian casualties were 320,000 ; 
deaths of prisoners and deportees in Germany totalled 300,000 ; normal deaths 
exceeded births by 600,000 ; 160,000 aliens left the country. As a result, 
the population of France declined from 41,500,000 on September I, 1939, 
to 40,100,000 at the beginning of 1946. In 1945, the first year after liberation, 
the national income was 42 per cent. smaller than in 1938 and 56 per cent. 
below that of 1929. Even now the volume of industrial and agricultural 
production is barely two-thirds of the level of 1938 and half that of 1929. 

To raise the national income by 25 per cent. above that of 1929 to some 
frs.700,000 million (in terms of 1938 prices) by 1950 thus means lifting it by 
63 per cent. above the 1938 level and by 180 per cent. above last year’s. This 
is a large task. It involves (according to official estimates) an average annual 
expenditure—in terms of 1938 prices—of frs.50,000 million on repairs and 
replacements and some frs.100,000 million on new investment. By American 
and even British standards, this seems reasonable enough ; it is equivalent 
to about $4,300 million and £1,075 million. But it is equivalent to a third 
of the French national income in 8 and to three-fifths of that of 1945. 

If the attempt to rescue the country from industrial decay is to stand any 
chance of success, production must be expanded as rapidly as possible to the 
limit of its existing capacity. This means an increased supply of fuel and an 
expansion in transport capacity—the two immediate bottlenecks. It is because 
of the desperate need of fuel that the French are pressing vigorously in every 
quarter for more coal. It explains M. Jean Monnet’s attempt to enlist America’s 
support for French claims on more Ruhr coal. France’s impatience and 
manceuvres must be judged in the light of its economic plight. The country 
feels that it is fighting for its survival. 

Next, even if the immediate bottlenecks are widened, the country will have 
to devote to replacements and new investment a large proportion of its national 
income ; that is to say, consumption will have to be restricted for a few 
years. In practice, this does not mean that it should be maintained at the sub- 
normal level prevailing in 1945, when the total national income—in terms of 
1938 prices—was only frs. 250,000 million. But it does mean that a substantial 
proportion of the increase in the national income should be devoted to capital 
replacements and to new investment. If the national income rises to frs.350,000 
million this year—as it may—at least a sixth should be devoted to capital 
purposes ; this means that expenditure on consumption could be allowed to 
rise to frs.300,000 million, against frs.246,000 million in 1945 and frs.368,000 
million in 1938. If, as now seems likely, this year’s harvest is likely to be a 
good one, there should soon be a marked improvement in food supplies. 
But even then the available savings would merely be sufficient to prevent 
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further disinvestment. From 1947 onwards, it should be possible to earmark 
increasing amounts of the rising national income to new investment. 

But even the most drastic abstention from consumption will not alone 
suffice. France will need heavy imports in the next few years. The tentative 
import plan for 1946-50, which has been submitted at Washington, is shown 
as Table II at the end of this article. Careful examination shows that it has 
been vigorously pruned of inessentials. Total imports .envizaged, inclusive 
of imports by French possessions and of freight, do not seem excessive ; they 
average about $2,600 million a year, equivalent to some £650 millions, which 
is well below British requirements (because France is largely self-sufficient 
in food in years of average harvests). Exclusive of the imports of French 
possessions, they are no higher than in 1929. 

Initially, France will be unable to pay for these imports with exports of 
goods and services and with the interest on its income from overseas invest- 
ments. Ultimately, however, there is no reason why the country should not 
be able to balance its overseas accounts. To do so would involve an expansion 
of the volume of exports of only about 15 per cent. above the 1929 level, 
though it would mean more than doubling the low figure for 1938. 

France herself can make a substantial contribution towards bridging the 
gap. In the statement of French Public Finance, issued by M. Pléven 
earlier this year, the gold and “ hard” currency assets of the Government 
at the end of 1945 were estimated at the equivalent of $1,817 million. At 
the same date the then still incomplete returns of private assets abroad showed 
holdings of $1,000 million in gold, cash and securities in hard currencies ; 
later (though not officially published) estimates of mobilizable private assets in 
hard currencies suggest that these total some $2,200-$2,400 million. Although 
France has transferred to Britain in gold the equivalent of £40 million, with 
about £5 million still to come, and is under the obligation (by the new Anglo- 
French Financial Agreement) to repay the remainder of the debt of £150 
million outstanding at the end of last February within three years (in sterling 
securities), the country still has a substantial reserve—some $4,000 million— 
that can be used towards the prospective deficit. Since much of this was 
accumulated in the ’thirties when it might have been invested at home, there 
is every reason why it should be used in the present emergency. 

Next, France will need external assistance. It now appears that she is 
likely to be successful in her attempt to negotiate a line of credit in Washington. 
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The figure involved is much smaller than the British credit, perhaps a quarter. 
But a loan is essential to see the country through its immediate difficulties, 
and to give M. Monnet’s plan a good send-off. Britain, too, can give France 
further assistance, though the best prospect here lies in mutual assistance, 
by way of economic integration of investment policies 

There is another form of external assistance which will be as necessary 
in a few years as finance is now; that is to say, manpower. M. Monnet 
estimates that if his Plan is to be brou ght to fruition, the country will require 
I,000,000-1,500,000 additional workers. This presupposes an enlightened 
immigration policy. 

The Plan for the economic rejuvenation of France is thus an ambitious one. 
But, although its execution may be hampered initially by the shortage of fuel, 
it is also a practical one. Without such far-sighted planning—backed by 
vigorous execution—France will continue on the road to decay. Efficient 
execution, with all that this involves in technical and administrative ability, 
in public support and discipline, has yet to be organized. 


TABLE I.—THE FRENCH NATIONAL INCOME 
(In millions of 1938 francs) 


1929 1938 1945 
INCOME :— 
Gross national product és ios 565,000 430,000 250,000 
Imports .. 4 a seis i 60,000 40,000 55,000 


Total ‘ wi is 625,000 470,000 305,000 


EXPENDITURE :— 
Consumption .. ae 468,000 368,000 246,000 
Maintenance of capital equipme me <x< 55,000 50,000 45,000 
New investment re rae ch 42,000 20,000 11,000 (b) 
Exports .. Ay is is nia 60,000 32,000 3,000 
Total <> nd a 625,000 470,000 305,000 


(a) Including investment for defence frs.10,000 million. 
(6) Including investment for defence frs.15,000 million ; exclusive of investment for 
defence, this figure is negative, that is, it reflects disinvestment. 


TABLE II.—THE FRENCH IMPORT PLAN 
(In millions of dollars and at 1946 prices) 

1946 1947 1945 
Food .. - a i ny 372 100 100 
Feeding stuffs .. i 5 ia : 97 35 30 
Coal a. ws 8 ae ss 200 168 168 
Liquid fuel a i v rT 3 60 (c 150 (c) 115 (c) 
Steel a : - és a 8 go _ — 
Other raw mate rial ea si ne 53. 607 792 871 
Finished goods a = a — 30 





“Total a PY ae ; , 1245 314 5 1,541 





Capital equipment ata wa a 5 750 50 
Imports by French Possessions = : 300 32 
Freight .. Se a aha ia 5 260 28 


3 35° 
oO 390 





Total te ia — 2,926 2,555 2,669 2,415 2,281 








(a) Not available. (b) C.if. (c) F.o.b. 
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Continental Banking Review 


HE banking situation in most countries of continental Europe during the 
T ss half of 1946 remained under the influence of advancing inflation. 

The extent of inflationary pressures naturally varied widely from country 
tocountry. Tosome extent it was offset by the gradually increasing production 
and import of civilian goods, and in consequence the scarcity value of some 
articles declined. Supplies in general, however, remain acutely scarce in most 
of the former belligerent countries, and the growing volume of purchasing 
power created by budgetary deficits continues to drive up the prices of 
uncontrolled goods. At the same time, black market activity in controlled 
goods shows no signs of abating, and black market prices have continued to 
rise sharply. In countries such as Hungary, where inflation has reached a 
very advanced stage, efforts to impose price control—apart from the distribu- 
tion of meagre rations at official prices—have been abandoned. 

Attempts at checking inflation by drastic measures of monetary reform 
have failed to achieve their end in most countries. In a number of countries 
the note issues have been called in for exchange, wholly or in part, for new 
issues. In some cases the resultant bank deposits have been partly blocked. 
In chronological order, note issues were called in by Belgium, Yugoslavia, 
Denmark, Norway, Holland, Czechoslovakia, Austria and Finland. The object 
of these measures was not only to reduce purchasing power, but also to detect 
accumulations of wealth during the German occupation. In each instance 
the banking system collaborated with the authorities in the execution of these 
difficult operations. With the exception of the Finnish measure, which 
involved cutting all large notes in two and exchanging one half for a 2 per cent. 
Government loan, which became operative on January I, 1946, and the 
Austrian measure, passed in November, 1945, of blocking pre-liberation 
deposits, the effect of the reforms was mainly seen before the period under 
review. Generally speaking, it is true to say that, while the immediate effect 
was a sharp reduction of purchasing power, the continued budgetary deficits, 
together with the scarcity of goods, soon offset this effect and the rise in prices 
was resumed. 

Nor have more drastic monetary reforms, involving devaluation, been 
particularly successful. Greece is an outstanding example of a country in 
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which devaluation has failed to inspire confidence in the currency at its reduced 
value, owing to the continued disturbance, political unrest and economic 
difficulties and shortages. The official exchange rates were successively and 
drastically raised, but unofficial rates continued to rise sharply above the 
official levels. Even in France the devaluation has not been an unqualified 
success, and the belated devaluation of the lira amounted to little more than a 
gesture. 

Banking conditions in various countries largely depended on the respective 
degree of inflation. In Belgium, Holland, Denmark and Norway, banking 
activities were relatively normal. Commercial credits expanded as a result 
of the resumption of normal business activity, despite the handicaps of lack 
of raw materials and other difficulties. In France and a number of other 
countries the banks have been largely circumvented as a result of the vast 
scale of black market activities conducted in cash. In 1945 the exchange of 
franc notes resulted in a sharp rise in French bank deposits, but in the mean- 
time budgetary deficits have created new note hoards that can be used for 
black market operations. 

There has been a revival of some international banking activity on the 
continent, but its volume is still very modest. A noteworthy example, however, 
was the credit granted by Hambros Bank to Czechoslovakia. Generally 
speaking, international loans and credits continue to be almost exclusively 
inter-Government transactions. They mostly take the form of tied dollar 
loans by the Export-Import Bank, or of reciprocal credits in the payments 
agreements with Great Britain. During 1946 Switzerland and Portugal joined 
the list of the countries with which Great Britain had such agreements. On 
the other hand, the French arrangement came to a deadlock after the limit of 
£150,000,000—raised to that level from {£100,000,000—was exhausted by 
France early this year. The Czechoslovak credit, originally fixed at £5,000,000, 
was increased by another £1,000,000. Owing to the delay in the ratification 
of the dollar loan, the British Government was not in a position to grant new 
credits on any noteworthy scale. On the contrary, it has benefited by the 
willingness of Sweden, Portugal, and now Switzerland, to continue to accept 
sterling in payment for their export surpluses to this country. 

Banks all over the continent have derived much benefit from the boom 
conditions on the stock exchanges. On the other hand, their profits on foreign 
exchange and bullion transactions have remained restricted by the official 
controls that continue to operate. The Governments continued to absorb 
an abnormally large part of the accumulating resources of the banks, though 
the proportion of commercial credits has increased. 

In spite of the end of the war, the extent of Government control over 
banking has continued to increase, especially in the countries in the Russian 
sphere of influence and in France. The nationalization of the big commercial 
banks in France was followed by the nationalization of the two largest banques 
d'affaires, the Banque de Paris et des Pays Bas and the Banque de l'Union 
Parisienne. The Colonial banks of issue were also nationalized. 

Continental banking remained under the handicapping influence of the 
maintenance of the freezing orders in the United States against Swiss and 
other neutral assets. The question of their release has been linked with the 
problem of German assets in neutral countries ; agreement in principle has 
now been reached on this matter with Switzerland. 
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‘And I appoint...’ 


Many thousands of people have nominated the 
Westminster Bank as their Executor, and their 
numbers are increasing day by day. 


These men and women have given very careful 
consideration to this most important subject, 
and have decided that the advantages of ap- 
pointing a Corporate Executor enable them to 
rest content that their wishes will be faithfully 
and efficiently carried out. 


Should you not take the same step now? 


The Bank has Trustee branches at 63 Piccadilly, 
W.1, Bristol, Liverpool, Manchester, and Bourne- 
mouth, where experienced staffs are available 
to discuss your own particular problem—the 
local Branch Manager will also be pleased to 
institute inquiries on your behalf. 


WESTMINSTER BANK LIMITED 
Trustee Department 
53 Threadneedle Street, London, E.C.2 
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Publications 


[he Washington Loan Agreements, by the Rt. Hon. L. S. Amery, 
C.H. (Macdonald and Co., price 8s. 6d.). Mr. Amery’s book is sub-titled as 
“a critical study of American foreign economic policy ’’ ; a better description 
would be 200-odd pages of special pleading for Imperial Preference. Even 
in his use of terminology the author begs so many questions that it is difficult 
to discuss his book without first establishing agreement on some of the 
elementary facts of economic life. Let it first be agreed that the classical 
Free Trade position was scarcely more tenable than the classical Protectionist 
position. International trade is a labour-saving invention, and there is no 
point in saving labour if one’s monetary policies do not make possible the 
employment of the labour one already has. On the other hand, if that labour 
is to be employed, it is merely a policy of despair and an admission of defeat 
to set them to work making at home things which could be more cheaply 
obtained from abroad in exchange for the indirect labour embodied in exports. 
However, Mr. Amery is not a pure Protectionist, but an advocate of Imperial 
Preference. Logically, that is an even more difficult position to defend than 
the Protectionist one, for it implies that the exchange of goods is a good thing 
if carried on between nations under the same flag (‘‘ fruitful and expansionist 
international co-operation ’’), but a bad thing if the other party is a foreign 
country (‘‘ the foolish pedantry of free imports ’’). One may reasonably argue 
that protection helped to speed recovery from the 1931 slump, but one cannot 
very well claim that Imperial Preference did so : for it is clear that the volume 
of domestic employment could have been further increased if we had sought to 
exclude imports from the Empire to the same extent as from foreign countries. 
Protection, in fact, means exporting unemployment ; and Imperial Preference 
simply means an agreement to export less unemployment to Empire countries 
than to the outside world. It is, in other words, purely a political and not an 
economic doctrine, whose very essence is discrimination—though the violent 
fluctuations in the American national income in the past may afford some 
economic justification for such discrimination, if one takes a defeatist view of 
the future. However, Mr. Amery over-calls his hand to such a fantastic extent 
that only the most suggestible are likely to be persuaded. He asserts, for 
example, that ‘‘ the American demand for the elimination of Empire Preference 
is a direct denial of the right of the British Empire to exist.’’ From which it 
clearly follows that the British Empire must have been brought into existence 
by the Ottawa Conference. And it goes without saying, of course, that Mr. 
Amery’s dislike of the trade proposals for a world-wide lowering of trade 
barriers goes hand in hand with a violent hostility to Bretton Woods. This 
scheme, we are repeatedly assured, means that “ the control of our monetary 
policy, which lies at the root of all social and economic policy, is to be handed 
over to an international committee sitting in America from whose decisions 
there is no appeal.’’ Yet the framers of the Bretton Woods plan were so far 
from realizing the omnipotence of the body they were bringing into existence 
that they not only assumed member countries would still have domestic social 
and monetary policies, but expressly instructed the Fund that it must accept 
these as facts of the situation and not seek to interfere with them. The book 
should perform a useful service in confirming supporters of Bretton Woods and 
the trade proposals in their convictions. 
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CATER, BRIGHTWEN & CO., 





LIMITED. 


Incorporating ROGER CUNLIFFE, SONS & CO. 





BALANCE SHEET, 5th APRIL, 1946. 





LIABILITIES 


Share Capital 

Authorised, issued and Fully Paid : 
800,000 5 per cent. Cumula- 
tive Preference Shares of 
£1 each ‘ - ae 
400,000 Ordinary Shares of £1 

each. 400,000 
——-_ 1,200,000 
General Reserve : 400,000 
Profit and Loss Account—Balance 46,445 


1,646,445 


800,000 


Loans against Bills and Securities 72,931,876 
Deposits, Sundry Creditors and 
eserve for Contingencies 118,777 
Proposed Final Dividend on 
290,000 Ordinary Shares, less 
Income Tax 31,900 
—_——. 73,082,553 
£74,728,998 
——_ 
Note.—There is a contingent liability in respect 
of Bills re-discounted amounting to £4,459,118, 
excluding Treasury Bills. 





ASSETS 
£ 
Cash at Bankers and in Hand aa ; 1,037,031 
British Government Treasury Bills, Bank 
Bills and Trade Bills, less Rebate Reserve.. 52,416,576 
British Government and British Corporation 
Securities at cost, less Share Premiums and 
Securities Reserves ‘ oe . 20,172,892 
Advances against Security and Sundry 
Debtors ° ; as 1,102,499 
(Signed) JOHN MUSKER 
G. E. TRITTON 
VICTOR AGAR-ROBARTES 


} recor 


£74,728,998 





DISCOUNT BROKERS & BANKERS, 52, CORNHILL, 
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Appointments and Retirements 


Bank of London and South America—Mr, Norman Barnsley Shaw, a 
London manager, has retired after nearly 48 years’ service, of which 36 were 
served in Brgzil, where he held the position of chief manager before returning 
to England in 1934. 

Lloyds Bank—Head Office: Mr. W. Manning Dacey has been appointed 
economic adviser. On taking up this appointment Mr. Dacey has resigned 
the positions of assistant editor of The Financial Times, editor of The Banker 
and financial editor of The Observer. Mr. B. R. Johnson, from Kingsway, 
W.C., appointed for special work under the chief general managers. Advance 
Department : Mr. E. St. A. Brooksbank, an inspector, and Mr. G. M. Warry, 
an assistant controller, to be controllers. Chief Inspector’s Department : 
Mr. E. G. Pullin, from Regent Street, Clifton, Mr. S. R. E. Witt, from Ports- 
mouth (High Street), Mr. C. W. Plant, from Southam, and Mr. F. L. M. Fowler, 
from 125, Oxford Street, W., to be inspectors. Chief Accountant's Department : 
Mr. A. G. Ridpath to be a chief clerk, clearings. City Office, E.C.: Mr. C. E. 
Goddard, hitherto an inspector, to be sub-manager. Eastern Department, 
E.C.: Mr. S. Rainsbury to be sub-manager. Threadneedle Street, E.C.: 
Mr. E. A. E. Hocking, hitherto deputy manager, to be manager on the 
approaching retirement of Mr. S. Gallichan after 44 years’ service ; Mr. E. J. N. 
Warburton, from High Holborn, W.C., to be assistant manager. 

Martins Bank—Head Office, Trustee department: Mr. W. S. Roberts has 
been appointed sub-manager in succession to Mr. F. S. Parry, who has retired 
after 44 years’ service. Liverpool, Central: Mr. IF. M. Grant, on his return 
from H.M. Forces, has been appointed manager in succession to Mr. J. B. R. 
Drewsen, who has retired after 49 years’ service. 

Midland Bank — Head Office, Intelligence Department: Mr. J. E. Wads- 
worth, hitherto assistant manager, to be joint manager. Premises Department : 
Mr. F. Fowler to be assistant manager. London, Baker Street: Mr. H. W. 
Strike, of East Acton, to be manager on the retirement of Mr. E. C. Hewitt. 
National Bank of New Zealand—The death is announced with regret 
of Mr. Charles Powell Salmon, secretary and London manager. Mr. G. L. 
Davies has been appointed London manager and Mr. J. T. Andrews secretary. 
Mr. Andrews will be arriving from New Zealand shortly. 

National Bank of Scotland—London, West End office : Mr. J. J. Webster, 
accountant, has, for reasons of health, relinquished his duties at London West 
End office and he has been given another appointment at the London City office. 
Mr. George William Bond, senior clerk in the London West End office, has 
been appointed accountant. Head Office: Mr. John Harry Craig McTurk, 
assistant accountant, will now be designated ‘“ Assistant Chief Accountant.” 
Mr. David Ninian Todd, of the Chief Accountant’s Department, has been 
appointed Head Office accountant. 

Union Bank of Scotland—Edinburgh, Head Office : Mr. Martin H. Sharp, 
accountant, has retired and is succeeded by Mr. James Wright Rossie. 


Williams Deacon’s Bank — Mr. C. H. Scott, London manager, will be 
retiring, owing to ill-health, on June 30. He will be succeeded by Mr. S. Brown, 
who in the meantime has been appointed joint manager. 
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Banking Statistics 





National Savings 
(£ millions) 
(1) Small Savings by Quarters 
Savings Savings 
Certi- Defence Savings Certi- Defence Savings 


ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (met) (net) Small 


(net) (net) (net) Small 
1941 III .. 38.8 32.6 51.4 122.8 | Me. 6. 97-5 54-4 92.6 244.5 
av x 49.2 36.5 51.0 136.7 BER is 45-5 18.5 71.9 135.9 
BY 32.4 18.3 69.6 120.3 
1942 (I... 75.8 55-7 65.8 197.3 | 
_ ee 8 2.8 55-6 136.2 
oe pi gis ee = 1945 Da 45.6 20.% 103.4 169.1 
oa 45-7 23.6 57.2 126.5 BE a 28.6 18.9 71.5 I19.0 
. : - , San 53.7 24.6 99.7 138.0 
ae oe 70.7 32.8 87.3 190.8 IV .. 33-8 90.2 73-9 197-9 
ES 108.1 50.1 85.0 243.2 
Il .. 47.8 19.2 61.3 128.3 1946 Jan... 10.6 23.1 42.3 76.0 
IV... 42.9 18.7 71.1 132.7 Feb... 5-6 20.4 26.8 52.8 
Mar... 2.6 23.0 38.8 64.4 
1944 I 55-4 20.8 98.0 174.2 Apl... 0.2 26.0 16.5 42.3 
(2) Large Savings by Quarters 
National Interest | National Interest 
War Savings free Total | War Savings free Total 
Bonds Bonds Loans Large | Bonds Bonds Loans Large 
194r IIT .. 143.4 103.1 1.4 247.9 | II .. 224.0 158.9 3-2 386.1 
ee 175.6 121.0 6.4 303.0 | i: oo 94-3 75.2 -9 166.4 
iV... t4ea.2 @.35 -—§ 222.6" 
1942 R.. 209.0 284.7 3-9 431.4 
mesa 62.8 94.9 1.9 159.6 1945 I.. 4 95-9 1.2 97-5 
2 5 i ee — —s i .. 26.2 Sts 5 108.0 
sit 53: ‘te i | Sk... 386.2 909-5 6 396.5 
1943 1. 178.7 178.4 2.4 359-5 av ss S58.8 98.8 3 783-4 
it .. 209.9 153.1 2.1 364.9 
III .. 159.3 88.4 4 249.1 1946 Jan... — 1.4 il 1.6 
IV .. 130.6 66.6 3.2 200.4 Feb... ~- — a FS 
Mar... ‘a i«@ ft 1.8 
oY ae a ye 92.1 2.9 267.1 Apl... -— oO.I — —- 


* Exchequer Bonds: 1944 IV, £37.3 millions; 1945 I, £165.2 millions ; 1945 II, £124.4 millions 


Revenue and Expenditure 


Year to Ord. Ord. Ord. Ord 
Mar. 31: Exp Rev. Deficit By Exp. Rev. Deficit 
£m. £m. £m. | Quarters: £m. £m. £m. 
1937 :- 830.1 823.3 6.8 } 1944 I 1562.2 1181.1 381.1 
1938 .. 898.1" 872.6 25.5* II 1420.3 604.7 815.6 
1939 .. 1054.8* 927.3 127.5* III 1523.8 734-0 789.8 
1940 .. 1809.7* 1049.2 760.5* [V 1502.0 654-3 847.7 
194r .. 3867.2 1408.9 2458.3 1945 I 1609.8 1246.7 362.9 
1942 «. «4775-7 2074.1 2701.6 IL 1306.3 611.0 695.3 
1943... 5623.2 2819.9 2803.3 III 1443.7 750.5 693.2 
1944 .. 5788.4 3038.5 2749.9 | IV 1386.2 667.8 718.4 
1945 «.. 6057.8 3238.1 2819.7 1946 =I 1337-4 1253-5 83.9 


* Allowing for loan expenditure, 
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HEAD OFFICE: 


SPRING GARDENS, 
MANCHESTER 2 


PRINCIPAL 
LONDON OFFICE: 
75 CORNHILL, 
E.C.3 


They were leisurely, spacious days when gleaming gold was ‘shovelled’ and 
weighed at the counter. There was time then for ritual. 

The printer had not yet deprived the Mint of its ancient glory nor had the teller 
revealed a new expertise in his finger tips. Together they have transformed an 
essential money service. 

The modern bank has, indeed, matched the breathless haste of our own day. 


DISTRICT BANK LIMITED 











MANUFACTURED BY 


B. & J. B. MACHADO TOBACCO Co, Ltd., KINGSTON, JAMAICA, B.W.1I. 
SOLE DISTRIBUTORS IN THE UNITED KINGDOM 


LAMBERT & BUTLER 
BRANCH OF THE IMPERIAL TOBACCO COMPANY (OF GREAT BRITAIN & IRELAND), LTD. 
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180 THE BANKER 
Exchequer Issues and Receipts 
WEEKLY AVERAGES 
Total § Total § 
Expendi- Ordinary Deficit Expendi- Ordinary Deficit 
ture Revenue t ture Revenue t 
£m. £m. £m. £m. £m. £m. 
1938... 19.2 17.0 2.9 1945 1942 .. 102.6 50.2 52.3 
1939 os 28.8 18.8 10.0 1943 .. 110.7 55-4 55-2 
1940... 63.9 24.0 39-9 1944 .. 114.8 61.0 $3.7 
1941 pe 88.5 36.0 52.5 1945 .- I10.4 62.9 47.6 
Period Ending : 
19044 Jan. 29 112.3 113.3 Fe vs pew s af ae 55.6 
Feb. 26 122.5 97-7 24.8 Ma oa 878 ty 7. 
Mar. 31 123.5 70.2 53-3 a. Ae ae ap" é “e 
April 29 109.6 45-6 64.0 —_ 4 eg ge 2-3 
May 27 109.6 50.5 59.1 ju y 2 ig ‘2 46.5 
June 30 108.7 43-3 65.4 Seat 25 a 49-5 54-3 
July 29 112.0 57.6 54-4 _— 3° —s 59-9 56.9 
Aug. 26 107.5 53-1 54-4 — 27 eS ee 
Sept. 30 123.6 56.7 66.9 tg ¥ ie =. 55°5 
Oct. 28 118.6 52.5 66.1 ee a 59.9 
Nov. 25 110.2 47-3 62.9 
Dec. 31 116.5 49.8 66.7 1946 Jan. 26 82.2 99.8 17 .6* 
Feb. 23 97.6 I14.1 16 .4* 
1945 Jan. 27 112.4 III.I 2 Mar. 31 126.1 82.9 43-1 
Feb. 24 123.4 110.9 12.5 Apl. 27 84.of 53.2 30.8 
§ Ordinary expenditure plus other expenditure (net) (excluding sinking funds but including 
expenditure of a capital nature). ¢t The difference between total expenditure and 
ordinary revenue. *Surplus. { Including £5.6 m. of E.P.T. refunds and War Damage 
Payments 
Tax Certificates 
Paid Net Paid Net 
Raised Off Raised Issue* Raised Off Raised Issue* 
£m. £m. £m. £m. £m. £m. £m. £m. 
1943 Jan... 48.7 24.7 23.9 493.9 1944 Sept... 63.8 25.8 38.0 686.9 
Feb... 45.3 70.3 —25.0 468.9 Oct... 29.3 20.9 8.2 695.1 
Mar... 46.3 72.1 —25.8 443.1 OV... 42:2 19.3 24:3 987.2 
+ so os 26.3 2 14.3 457-4 Dec... 63.0 20:4 42.5 759.7 
a... so.@ 26. 23.1 480.5 i‘ - 
June.. 46.6 13.1 33.5 514.0 1945 ne oh 22 a —26.5 Se 
July.. 47-7 24-4 23-2 537-2 Mar... 65. 66.7 rf re 
Aug... 29.7 16.3 13.4 550.6 A “a pe ry 8. , 
Sept... 54.0 21.8 32.2 582.8 a" 5°3 a ‘9 ge 
Oct... 45.3 30.3 15.0 597.8 F.. 9.2 WH 26.3 Fiz. 
NOY... 27.3 15.0 12.3 610.1 —* ie ag “— ee | 
Dec... 48.1 11.6 36.5 646.6 Aug... 28.0 13.2 14.8 757.4 
1944 Jan... 48.4 100.1 —51.7 594.9 = oe See ee Tee 
Feb... 51.3 85.9 —34.6 560.3 — ze 23-6 24.0 — 3.3 os 
Mar... 52.3 50.8 1.5 561.8 gig -* 20.5 10.7 Z 5-0 
Apr... 37.8 18.9 18.9 580.7 eo eo See Sen 
May.. 31.1 19.8 IIl.3 592.0 1946 Jan... 28.5 58.1 —29-6 771.0 
June.. 47.8 14.9 32.8 624.8 Feb... 40.8 113.7 —72.9 698.0 
July... 34.4 20.8 13.5 638.3 Mar... 51.4 I01.7 —50.3 647.9 
Aug... 33-9 23.3 10.6 648.9 Apl... 39.7 28.5 —11.1 636.8 


* i.e, outstanding at end of month. { record to date. 
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POST- WAR CREDITS 


NOBLE USE FOR THEM 


During September, men over 65 and women over 60 will 
receive in cash their post-war credits. 

But for the R.A.F., who did so much for so many, 
there would have been no hope of ‘credits’ in our 
post-war world. 


What happier resolve, then, than to earmark your credits 
to carry on the work of the R.A.F. Benevolent Fund. 


What worthier use for those credits than to relieve the 
anxieties of R.A.F. men handicapped by war, to help their 
dependants and to safeguard their children’s future, 


ROYAL AIR FORCE 
BENEVOLENT FUND 


Please send your donations to: 
Lord Riverdale, Chairman, or Sir Bertram T. Rumble, Hon. Sec., 
Appeals Committee, R.A.F. Benevolent Fund, 1, Sloane Street, London, S.W.1. 
Cheques and P.O. payable to R.A.F. Benevolent Fund. 


(Registered under War Charities Act, 1940.) 


THE 
HONGKONG AND SHANGHAI 


BANKING CORPORATION 


CAPITAL ISSUED AND FULLY PAID UP $20,000,000 
RESERVE FUNDS STERLING ia ..  £7,125,000 
RESERVE LIABILITY OF MEMBERS .. $20,000,000 


HEAD OFFICE (temporarily) : 
9, GRACECHURCH STREET, 
LONDON, E.C.3 


Chief Manager: A. MORSE, C.B.E. 


Branches & Agencies throughout India and the Far East, &c. 


HONGKONG & SHANGHAI BANK (TRUSTEE) LIMITED 


g, Gracechurch Street, E.C.3, a company incorporated in England, and an 
affiliate of The Hongkong and Shanghai Banking Corporation, is prepared 
to act as Executor and Trustee in approved cases. 


Full particulars may be had on application 


















Treasury Deposit Receipts 





By Quarters : Raised Redeemed 
£m. £m. 

1942 II Bi as ne 477-5 382.5 
Iil “s “s oe 341.5 172.5 
IV oe a me 687.0 481.0 

1943 «(I - i Pe 449.0 446.5 

II a va a 745-5 789.0 
III a oe a 604.5 415.5 
IV a na aa 939.0 652.5 
1944 I a a is 695.0 706.5 
II a a “a 980.0 1018.5 
Itt ‘e oe =a 875.0 644.0 
I\ ‘a is ick 1130.0 917.5 
1945 I a cn a 935.0 870.5 
II és a aim 1300.0 1083.5 
[iI is aha ms 1005.0 958.5 
[IV “ os ue 845.5 1331.0 
19460 I Par 804.5 882.0 
Monthly : 

1944 January ar is 160.0 171.0 
February aa a4 175.0 189.0 
March os is 360.0 340.5 
April .. “s 4 350.0 308.5 
May .. ie es 290.0 301.5 
June .. - ‘s 340.0 408.5 
July .. ca - 220.0 153.0 
August o. oe 225.0 164.5 
September a hie 430.0 326.5 
October ee oe 400.0 277.0 
November , ae 270.0 274.5 
December “a oe 460.0 366.0 

1945 January ea - 200.0 195.0 
February iv oa 230.0 228.5 
March rv os 505.0 447.0 
April .. aa =~ 490.0 353-5 
May .. aa a 330.0 262.5 
June .. “es ‘a 480.0 407.5 
july .: a aa 235.0 178.0 
August ae ss 290.0 237.0 
September .. we 480.90 543-5 
October os on 475.0 509.0 
November .. ~~ 50.0 295.0 
December ws ae 320.5 527-0 

1946 January ‘ ea 139.5 177-5 
February i we 210.0 2360.5 
March eh a 155.0 5468.0 
April es ‘ $30.0 440.0 


Floating Debt 


sept. 2 
1939 
fm 
Ways and Means Advances : ; 
3ank of England . sin Nil 
Public Departments .. ; 49.2 
Creasury bills - aa acl ; 1,118.3 
Trasury deposit receipts . os : - 
1,107 5 


Peak figure 
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Including 
prior 
Encashments 
£m. 
33-5 
55.0 
82.0 
150.5 
219.5 
108.0 
96.5 
180.5 
255-90 
115.0 
139.0 
137.0 
97-5 
162.0 
199.5 
4.5 
39.0 
39-5 
102.0 
75.0 
97-5 
82.5 
32.0 
28.5 
54-5 
26.5 
69.0 
43-5 
34-5 
45-0 
57-5 
27 o 
27.0 
43-5 
28.0 
24.5 
109.5 
94.0 
36.0 
69.5 

+-5 
5.§ 
4-5 
o.§% 
sept 


4,055.2 


2,122.0 


6,815.9* 








Outstanding 
(end of period) 
£m. 


591. 
760. 
966. 


969. 
925. 
III4. 
1401. 


1389. 
1351. 
1582. 


1794. 


1859. 
2075. 
2122. 
1636. 
1559. 


1390. 
1376. 
1389. 
1431. 
1419. 
1351, 
1418. 
1478. 
1582. 
1705 

1700. 
1794. 
1799. 
1801. 
1859. 
1995. 
2063. 
2075. 
2132. 
2185. 
2122. 
2088. 
1843. 
1636. 
1598. 
1572. 
1559. 
1543. 


Apl 


4, 
I, 


6,616.1 
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HAMBROS BANK LIMITED 





CONSIDERABLE EXPANSION 





MR. R. OLAF HAMBRO’S STATEME 








HE thirty-fourth general meeting of 

Hambros Bank, Ltd., was held on May 23 

at the offices of the bank, 41, Bishops- 
gate, London, E.C 


The following is the statement by the chair- 
man, Mr. R. Olaf Hambro, circulated with the 


port and accounts 


I am again enclosing with the balance-sheet, 

for the convenience of shareholders who may 

t be able to attend the annual general 

inecting, my comments on some aspects of the 

past year, and, as far as possible, in these un- 

ttain times, my appreciation of the future 
se of events. 


fhe year that has passed since our last re- 
port has brought a cessation of hostilities 
throughout the world, for which we are pro- 
idly grateful 


4 COLOSSAL TASK 


Che senseless period of destruction is over 
und our minds are turned at last to reconstruc- 
tion and useful service to the community. The 
task is colossal, and we, as merchant bankers, 

un only hope to contribute our small share to- 
wards the process of rehabilitation 


I am thankful to be able to say that we are 
again in touch with all our friends in Norway 
and Denmark, and have been able to resume, 
although at present only to a limited extent, 
our old commercial relations with these 
countries. 


it is a matter of profound gratitude to us to 
find that the damage done to these countries 
“ the enemy occupation is far less than we 

ad feared, and that the y are emerging rapidly 
and successfully out of their bondage into their 
»wn traditional freedom. 


We have also, during this year, made a new 
contact with liberated Europe, in Czecho- 
slovakia, to whose institutions we have been 
able to extend credit facilities, and we have 
formed in Prague a true basis for friendly com- 
mercial relations, which we believe will be of 
great benefit to merchants in this country, and 
which may perhaps be the forerunner of others 
which may spread beyond the boundaries of 
Czechoslovakia to other parts of Europe. 


We have also visited and made friendly 
contacts in Egypt and Palestine, both of which 
countries are looking to Britain for commercial 
and financial support. 


EXPORT ACTIVITIES 


Our subsidiary trading company the 
Bishopsgate Trading and E xport Company, 
Ltd., which was formed in 1941 to foster ex- 
ports from this country, has, during this year, 
increased its activities considerably and has 
made many new contacts with buyers in 
various parts of the world, especially in Brazil 
and Portugal, and Mr. Owen Slater, who has 
been building up its organisation in the 
Southern States of North America and Cali- 
fornia on the basis of direct trade from Great 
Britain to these States, has succeeded in 
placing some considerable orders in this 
country, which are now being shipped in ever 
increasing quantities 


With regard to the accompanying balance 
sheet, it is the first which I have the pleasure to 
present to you since the war and covers nearly 
nine months of peace in Europe. The figures 
show considerable expansion in nearly all items 
The deposits, at 433,000,000, compare with 
£16,000,000 last year, with a consequent rise in 
cash and Government securities. The accept- 
ances show a gradual rise, but, owing to various 
exchange and other Government restrictions, 
are still far short of the pre-war figure. We are 
confident, however, that the London accept- 
ance is again coming into its own and is only 
awaiting its traditional freedom to again take 
its place as the medium of international 
commerce. 


INCREASED DIVIDEND 


The profit and loss account reflects the in 
creased activity of the bank, and, in view of the 
size of the transfer which we have been able to 
make to reserves, the directors have decided to 
recommend to you a slight increase in the 
dividend, thereby partially restoring it to the 
figure at which it stood before the war. 


For the very satisfactory results of the 
year’s working which I am ‘able to report to 
you, we are again indebted to the loyal and 
wholehearted support of the management and 
staff, and take this opportunity to welcome 
those members of the staff who have returned 
to us from the Services and to thank all those 
who have worked so hard and in difficult 
circumstances during the war. 


We regret the loss of many through casual- 
ties, and we extend our deep sy mpathy to the 
relations of those who have died in the service 
of their country. 








184 
NATIONAL BANK OF EGYPT 


THE POSITION OF COTTON 





EGYPT’S BUDGET ESTIMATES 





ALY SHAMSY 


HE forty-sixth ordinary general meeting 
of the National Bank of Egypt was held 
in Cairo on March 27 


Aly Shamsy Pasha (the president) was in 


the chair 


REPORT AND ACCOUNTS 


rhe directors present to the shareholders the 
balance sheet and profit and loss account for 


the year ended December 31, 1045 


[he gross profit for the year, after providing 


for depreciation on the bank’s buildings and 
furniture, for rebate of discount, for doubtful 


debts and contingencies, amounts to 


£E.1,552,499 : 248 
After deducting from this sum 
For Directors’ Fees £E. 18,140: 341 
For Current Ex- 


penses £E.1,030,726 : 826 £E.1,048,867 : 167 
there remains £E. 503,632: o81 
In conformity with 
Article 49 of the 
Bank’s Statutes a 
dividend of 4 per 
cent. is payable on 
the Share Capital it 117,000 : 000 
After this distribution 
there remains ft 386,632 : o81 
Adding to this the 
balance brought 
forward from last 
year fF 266,923: 111 


the amount avail- 
able is {E. 

From this amount the 

Directors recom- 

mend the pay- 

ment of an ad- 

ditional dividend 

of 13 per cent. on 

the Share Capital, 


653,555 : 192 


which will absorb £E. 380,250: 000 
and to carry for- 

ward the balance 

of £E. 273,305: 192 


The total dividend for the year will thus be 
at the rate of 17 percent. An interim dividend 
of 4 per cent. having been paid on September 1, 
1945, there remains to be distributed the 
balance of 13 per cent., which will be paid less 
taxation in accordance with existing laws 


PASHA’S REVIEW 


BALANCE SHEET, 31stT DECEMBER, 1945 
ISSUE DEPARTMENT 
LIABILITIES £E. MM 


Notes issued 148,000,000 o0c 


148,000,900 ocx 


ASSETS £E MM 
Gold 6,240,583 o8 
Egyptian and British Government 
Treasury Bills and Securities 


141,759,416 692 
145,000,000 o0¢ 


BANKING DEPARTMENT 
LIABILITIES £E MM. 
Share Capital 
300,000 fully paid Shares of {10 each 
Statutory Reserve Fund 462,500 000 
Special Reserve P »462,500 000 
Current, Deposit and other Accounts 108,406,934 302 
Egyptian Government 59,895,574 125 
Sudan Government 1,387,069 797 
Public Debt Special Account 2,332,374 074 
Bankers’ Accounts 34,853,118 833 
Cheques and Bills payable ‘ 406,105 048 
Provision for payment of final dividend at 
the rate of 13 per cent. per annum 
Profit and Loss Account Balance 
Acce ptances, ¢€ t 


5925,000 oc 


380,250 000 
273,305 192 
3,339,920 995 


217,124,052 366 





ASSETS £E. MM. 
Government Securities and Securities 
guaranteed by the Egyptian Govern- 
ment 
Sundry Securities 
Advances on Merchandise 
Advances on Securities 
Sundry other Advances 
Bills discounted 
Buildings 
Bankers’ Accounts . 
Money at Call and at Short Notice 
Cash : 
N.B.E. Notes £E.7,254,536 : 250 
Other Notes & Coin {£E. 76,963: 702 
Clients’ Liability for Acceptances, etc., as 
per contra 


158,948,588 900 
589,368 943 
3,499,435 599 
481,679 476 
1,378,515 102, 
51,075 O17 
100,000 000 
23,344,718 382 
18,062,850 000 


7,331,499 952 


3,339,920 995 


217,124,652 366 





SADIK HENEIN 
A. C. HANN C. 
Directors. 


N. NIXON, 
Governor. 


REPORT OF THE AUDITORS 


We have examined the books of the National 
Bank of Egypt and in our opinion the above 
balance sheet is properly drawn up so as to 
exhibit a true and correct view of the state of 
the Bank’s affairs as shown by the books. We 


SES a ae 


have also verified the cash, notes, and securities, 
at the Head Office and at the Cairo and Alex- 
andria branches and have found the same 
correct. The London returns have been 
audited and certified by Messrs. Deloitte, 
lender, Griffiths and Ce., Chartered 
Accountants. 

R. R. Brewis, 

S. DALE, 


Chartered Accountants. 
Cairo, February 26, 1946. 
PROFIT AND LOSS ACCOUNT 
Dr. 
Directors’ Fees 


Current Expenses 
Interim Dividend at the rate of 4 per cent. 





per annuin 117,000 000 
Provision for payment of final dividend at 
the rate of 13 per cent. per annum 380,250 000 
Balance carried forward 273,305 192 
1,319, 359 
Cr £E. MM 
Gross Profit for the year ended December 
31, 1945, after providing for depreciation 
on buildings and furniture, for rebate of 
discount, for doubtful debts and con- 
tingencies i 245 
talance brought forward from last year III 





1,819,422 359 


THE PRESIDENT’S ADDRESS 


The complete victory of the United Nations 
brought to an end the most merciless and 
devastating of all wars. It is now a question 
of safeguarding ourselves from the recurrence 
of such a catastrophe by means of the organisa- 
tion of an effective system of security and the 
re-establishment on a sound and equitable 
basis, of international economic relations, a 
task no less arduous than the former. 

Continental Europe, which used to account 
for one-third of the world’s pre-war foreign 
trade, is partly devastated, and her economy 
dislocated. Economic equilibrium will be the 
more difficult for her to achieve, torn as she is 
between antagonistic social creeds. Great 
Britain is concentrating on her balance of pay- 
ments which she will endeavour to adjust by 
an acceleration of the process of “‘ recon- 
version’”’ of her industry with a view to 
reaching gradually a volume of exports 75 per 
cent. greater than before the war. As regards 
the United States, the problems of her increased 
industrial potential, the question of wages and 
the threatening possibility of unemployment 
will, it seems, lead her to look abroad for 
absorption of her surplus production 

We will not dilate on the economic problems 
of Soviet Russia and of China. Those of the 
three controlling areas to which we have just 
very briefly referred are already of such com- 
plexity, that their solution seems possible only 
ona world scale. The International Conference 
to be held this year will doubtless try to lay 
the foundations of this necessary co-operation, 
but it must not be overlooked that State inter- 
ventionism and the use of quotas will tend to 
be maintained for an indeterminate period. In 
this event, the economic equilibrium of the 
small powers will be achieved only if their 
production is considerably increased and the 
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great powers do not deviate from the principles 
of solidarity to which they have subscribed. 

If we have made a point of outlining the 
difficulties which confront the post-war world, 
it is in order the better to determine the outlook 
for Egypt. 

AGRICULTURE 

Whatever may have been the development of 
Egyptian industry during the war, Egypt still 
remains a country with an agricultural struc- 
ture. One may estimate at some {E.210,000,000 
to {E.220,000,000 the value of the 12 chief 
crops in 1944-45, against an average of some 
£E.72,000,000 for the years 1935-38—a ratio of 
3 tor. Although the production of millet, rice 
and sugar-cane has increased in comparison 
with the pre-war years, the same cannot be 
said of other cereals, and above all, of cotton. 


POSITION OF COTTON 

The restricted production of our basic crop 
in fact reached only 5,265,000 cantars in 1945 
against an average of 9,248,000 in the period 
1935-38. The price index is today 320 com- 
pared with pre-war, whereas the value of the 
cotton crop represents no more than 19 per 
cent. of the value of the 12 chief crops; during 
the period 1935-38 this porportion was usually 
37 per cent. or more 

However, let us not forget that cotton con- 
tinues to be our principal money crop, and 
insofar as local industry at present absorbs only 
one-fifth of our harvest, access to foreign mar- 
kets still remains for us the primary condition 
of our economic stability. 

We shall not examine in detail the reasons 
for which we are this year undergoing a slump 
in cotton. There is however the fact that at 
the moment a striking disequilibrium exists 
throughout the world between the plethora of 
cotton and the reduced capacity for textile 
production. The shortage of labour, coal and 
means of transport is_ still considerable ; 
difficulties of re-equipment and concentration 
of undertakings still exist. It seems therefore 
likely that we shall have to wait sometime for 
output to be restored to the pre-war level. 

On the other hand, this level is itself below 
the world’s actual need for cotton fabrics. To 
meet the demand the textile industry will 
doubtless intensify production, but in the long 
run a crisis of over-production may follow 
This is a possibility of which we should not lose 
sight, particularly when account is taken of the 
competition that artificial fibres may exercise 
on the market 


NEED FOR ELASTIC ECONOMY 


Moreover, we no longer live to-day under the 
régime of a free economy where the law of 
supply and demand used more or less to re- 
establish equilibrium, but, on the contrary, we 
live in a world where State intervention is so 
general that it is no longer possible to ignore 
the influence which the policy practised by the 
great producing centres may have on our 
product in future 

We have sounded a warning note purely to 
stress the necessity for first establishing a 
policy for cotton sufficiently elastic to avoid the 
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risk of our being found unadapted to new and 
changing world conditions. In this connection, 
attention may be drawn to certain interesting 
suggestions recently put forward by the 
Finance Committee of the Chamber. 


As regards the current season, let us hope 
that the disposal of existing stocks will be 
effected without too many restrictions. In the 
future, particular attention should be paid to 
our position in long staple. 


On the whole the production of foodstuffs 
has been rather larger than during the pre- 
ceding year as regards unit yield, thanks to a 
wider distribution of nitrates. Towards the end 
of the season prices had a marked downward 
tendency, reaching 50 per cent. at times as in 
the case of maize, by comparison with the 
prices obtaining in the free market in March 
and April, 1945. But in general the agricul- 
tural year was satisfactory, although the 
prospects for the year 1945-46 appear some- 
what less favourable 


COMMERCE AND INDUSTRY 


In the realm of Commerce and Industry the 
need for imports on a large scale remains un- 
deniable. The country has a pressing need for 
products and equipment of all kinds, but 
limited production abroad, together with 
difficulties of transport and payment con- 
stitute serious restrictions on the resumption 
of normal business 


On the other hand, certain quarters find the 
question of taxation somewhat disquieting and 
have a feeling that there are certain defects in 
its basis and in administrative control. It is 
true that the respective shares of the various 
classes of tax indicate a disparity which can 
only be eliminated by reconstruction of the 
basis of our taxation system jut this is a 
lengthy task and the question does not appear 
to have escaped the attention of the com- 
petent authorities. However that may be, 
Egypt still remains one of the least taxed 
countries in the world. 


NEW COMPANIES 


The conditions outlined above have not pre- 
vented numerous enterprises from springing 
into being. We have in fact lately witnessed a 
multiplication of new companies. This enter- 
prising spirit can but contribute to the develop- 
ment of our economic potential, and at the 
same time bring in its train an improvement in 
the standard of living of the people. It is by 
seizing all our opportunities and utilizing to the 
full all our resources in raw materials and 
capital, that we shall reach that high degree of 
productivity towards which all countries are 
to-day aiming 


However, undue advantage must not be 
taken of the present abundance of liquid funds 
to launch undertakings whose prospects are 
doubtful. Nothing can be constructed on 
speculation. The re-awakening may be the 
more unfortunate insofar as new classes of the 
population, often inexperienced and, up to now, 
shy of stocks and shares, are now inclining 
towards this form of investment. Strict pro- 


tection of savings seems therefore to have 
become necessary. 


THE BUDGET 

The budget estimates for the financial year 
1940-47 amount to £E.96,100,000 both for ex- 
penditure and for receipts, against expenditure 
of {E.42,000,000 and receipts of £E.39,000,000 
for the year 1938-39. Charges thus amount to 
a little more than twice the pre-war figure 
whereas the price indices have more than 
tripled. Few countries are in such a favourable 
situation. The relative compression of ex- 
penditure is chiefly due to the fact that only 
£E.12,500,000 figures under the heading of 
““new projects ’’ whereas for 1938-39 this item 
amounted to as much as £E.10,000,000. It is 
true that an additional sum of £E.5,000,000 is 
budgeted this year for the first instalment of 
the five-year plan, but this amount will be 
drawn from the Reserve. 

As regards receipts, it will be noticed that 
Customs and Excise dues are estimated at 
£E.37,000,000 which represents 39 per cent. of 
the total receipts, whereas for the year 1938-39 
these taxes brought in nearly £E.19,000,000, or 
49 per cent. of the receipts. 


THE NOTE ISSUE 
The Note Issue rose from £E.122,000,000 at 
December 31, 1944, to {£E.148,000,000 at 
December 31, 1945, representing an increase 
over the year of 21 per cent. whereas a 50 per 
cent. increase occurred in 1942. The amount 
of the increase during the course of the past 
year was £E.26,000,000 against £E.21,000,000 
in 1944; this is chiefly due to the greater value 
of the cotton crop and to an exceptional de- 
mand for bank-notes from the beginning of the 
cotton season. On the other hand, the influx 
of funds for military purposes having con- 
siderably decreased, it is highly probable that 
the Issue will stabilise itself or will have a ten 
dency to contract during the first six months 
of 1946. In fact, the Issue, which amounted to 
£E.148,000,000 in December, 1945, dropped to 

£E.144,000,000 at March 15, 1946. 








PRICES 

To the extent that official price indices reflect 
the real situation of the market, it is somewhat 
comforting to record that their curve, which 
rose steadily from 1939 to 1944, remained vir- 
tually level during 1945. In fact, the wholesale 
price index, taking the rates of June-August, 
1939, as a basis equal to 100, showed an in- 
crease of 21 points in 1940, 40 points in 1941, 
68 points in 1942, 42 points in 1943, and 38 
points in 1944, whereas it was only 3 points in 
1945, the index at the end of December of that 
year being 3334. 

The same applies to the cost of living index 
which, after rising to 292 in December, 1944, 
finished at the figure of 2904 in December, 1945. 

The price of certain foodstuffs showed a 
slight fall which neutralised the rises occurring 
in other directions and resulted in stabilisation 
of the cost of living index. Yet it still bears no 
less heavily on the means of subsistence of the 
vast majority of the population. 
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FOREIGN TRADE 


Our foreign trade in 1945 showed a very 
marked increase in the value of exports and an 
appreciable expansion in that of imports which 
in short produced a reduction in the adverse 
balance of trade, amounting to £E.14,500,000 
as against nearly {E.21,000,000 in 1944. In 
volume, there was practically no change 
between the two years. 

The value of our imports rose to nearly 
£E.60,000,000 against £E.51,000,000 in 1944, 
that of our exports to {E.45,000,000 against 
£E.30,000,000 the previous year. Our most 
important suppliers were Great Britain with 
£E.11,000,000 and the United States with 
£E.8,500,000. Our best customers were Great 
Britain with /E.11,500,000 and India with 
£E.9,000,000, closely followed by France with 
£E.7,000,000, who thus re-occupies an im- 
portant place in our exports list. 


Although our exports to the United States 
slightly increased in 1945, reaching 
£E.3,000,000, our balance of trade with this 
country remains markedly adverse, reaching 
£E.5,500,000 last year. The same remark 
applies to Canada from whom we imported 
over {E.4,500,000 worth of goods, whereas her 
purchases here were nil. 


Seen from the angle of payments, our imports 
from hard currency countries reached the 
equivalent of £E.10,500,000 in 1945, Or more 
than double the figure for 1944. It is thus 
apparent that the proceeds of our exports to 
these countries was clearly insufficient to pay 
for the value of our purchases from them. For 
this reason the news of the conclusion of the 
Anglo-American agreement is of happy augury 
since it implies the free convertibility of our 
currency into hard currencies one year after 
ratification. 





THE ANGLO-AMERICAN AGREEMENT 


Although the American Congress has not 
yet ratified this agreement, it is of such im- 
portance that an outline of its main features is 
worth giving. 

The war has left Great Britain with heavy 
financial burdens. Considerable sums are due 
to certain countries forming part of the sterling 
area, whereas Great Britain’s foreign assets do 
not suffice to cover these obligations. Without 
external assistance, she would be reduced to 
maintaining the present inconvertibility of 
sterling into dollars and other hard currencies 
and she would perhaps be obliged to introduce 
a system of bilateral agreements with a view to 
reducing her engagements by exports to 
countries to whom she is indebted. Such a 
system would not only press heavily on Great 
Britain’s capacity for production but would 
also contain the germs of an economic struggle 
which both Great Britain and America are 
equally anxious to avoid. 

It is therefore to help Great Britain, during 
the course of the next half-century, to fulfil her 
obligations arising out of the war and at the 
same time to contribute to the revival of multi- 
lateral trade that the Government of the 
United States has offered the British Govern- 


ment a loan of 4,400,000,000 dollars at 2 per 
cent. interest, repayable in 50 years. Although 
the two countries have agreed that the Loan 
cannot be used for the settlement of existing 
sterling debts, it is clear that in rendering 
dollars available for current transactions, and 
in assuring the convertibility into dollars of any 
new sterling debt, the agreement does con- 
tribute indirectly to the orderly reduction of 
old debts. 

It follows—and this is of particular im- 
portance for us—that the restrictive measures 
of the Exchange Control over current com- 
mercial transactions may be no longer necessary 
in the fairly near future 

The Loan has had a mixed reception in 
England as well as in the United States. 
British experts, however, are in agreement 
upon the necessity for financial assistance from 
the U.S.A., though at the same time ap- 
preciating that the Loan will weigh heavily on 
the external finances of their country. 





THE SUDAN 


Economic conditions have been generally 
favourable in the Sudan and this is reflected in 
the budget receipts for 1945. Revenue is 
estimated to amount to £E.7,635,000 and ex- 
penditure to £E.7,561,000, leaving a surplus of 
£E.74,000 as against an expected deficit of 
some £E.250,000. 

For the current year, the budget estimates 
have been balanced at /E.7,519,000 and it 
seems that expenditure will have a tendency to 
increase in the future. As existing taxable 
resources are limited, it is hoped that the five- 
year plan for economic development of 
£E.10,000,000 now under examination will con- 
tribute to the creation of new sources of 
revenue. 

The cereals harvest will most probably be 
below official estimates, but the cultivators 
will benefit from the higher prices fixed for 
their grain. It is expected that the 1945-46 
cotton crops will also be below the average of 
recent years. On the other hand, there are 
hopes that the export of livestock will continue 
at a high level. 


THE BALANCE SHEET 

The balance sheet which we have the honour 
to present to you to-day shows a total increase 
in our deposits of nearly {£E.23,000,000. 
Private deposits have increased by nearly 
£E.17,000,000 in the course of the year, those 
of banks by £E.12,000,000. On the other hand, 
public deposits are down by /E.6,500,000, 
owing to purchases of cotton effected by the 
Government, which at the same time explains 
the reduction in the total amount of our 
advances. 

The general liquidity of our position remains 
satisfactory. You will notice an increase of 
more than {£E.8,000,000 in our money-at-call 
and with London Bankers, and an increase of 
£E.14,000,000 in our portfolio, a large propor- 
tion of which always contains British Treasury 
Bills. It is worth recalling here the decision 
taken by the British Government last October 
to lower the rate of interest on Treasury 
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Deposit Receipts, which consequently reduced 
the rate of yield on Treasury Bills. 

Our gross profit is £E.105,006 higher than 
for 1944. But as our general expenses have 
increased by nearly {E.103,000, chiefly owing 
to taxation, our net profit remains practically 
the same as last year, namely {£E.503,632 
against £{E.500,384. We therefore propose to 
maintain the same dividend as last year, viz., 
17 per cent., which will absorb £E.497,250, and 
will permit of the addition of £E.6,382 to the 
carry-forward, which will thus amount to 
£&*.273,395 

The creation of strong reserves is our con- 
stant endeavour. Our portfolio has become so 
large that such a course is essential in order to 
be prepared for any eventual fluctuations. 


THE BOARD AND THE STAFF 

[t is with the greatest regret that we have 

inform you that the Governor resigned at the 

rinning of February I am sure you will 
wish to associate yourselves with the Board in 

nveying to Sir Norman Nixon our profound 
regret at his departure. Appointed Governor 
in 1940, he has displayed in this post great 
skill and competence in banking matters to 
which we pay high tribute His sound and 
penetrating judgment has greatly contributed 
as you know, to the development of our Bank 
during recent years. We have already taken 
steps with a view to the appointment of a 

ccessor. 

The passing last August of Ahmed Ziwer 


6 and 7 King William Street, London E.C.4. 


Pasha, one of our oldest Directors, fills us with 
sorrow. His kind disposition and noble 
character, made him a director whose memory 
we shall ever cherish. We also regret to inform 
you of the resignation of M. Minost, who has 
been appointed President of the Bank of Indo- 
China in Paris. He has been a member of our 
Board since 1938. His great competence in 
economic affairs and his profound knowledge of 
Egypt rendered him an invaluable counsellor. 
He leaves a gap in our midst which will be very 
difficult to fill. 


We have been fortunate in obtaining the 
collaboration of H.E. Abdel Fattah Yehia 
Pasha, former President of the Council of 
Ministers, whose experience acquired in the 
course of a long and brilliant judicial and ad- 
ministrative career will be of the greatest value 
to us. I do not doubt that you will confirm his 
nomination. Major-General Sir John David- 
son, Sir Frederick Rowlatt and myself are due 
to retire by rotation and offer ourselves for 
re-election. 

Finally, I should like to pay tribute to all 
members of the staff for the loyalty they have 
shown in serving our interests and for the 
efficiency and devotion with which they have 

mtinued to discharge their duties. 


Copies of the Chairman's address in full will 
be available at the National Bank of Egypt, 
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Over £60,000,000 worth of goods were imported from Great Britain by Australia and New Zealand 
during the year ended June, 1939. It is clear that as export production gathers speed, this amount will 
be greatly exceeded in future years. Export Credits and finance will play a large part in the smooth 
and efficient movement of merchandise and in the replacement of obsolete and damaged plant abroad. 
The Bank of Australasia, with over 200 branches and more than one hundred years’ experience of 
local conditions and markets is in a pre-eminent position to help and guide exporters and importers 
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